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The Finances of Czechoslovakia 


HE guiding principle in the State administration of Czechoslovakia has 
been to achieve order in the State finances. The following facts and 
figures will indicate how far this purpose has been reached. 

For more than two years the Czechoslovak currency has been practically 
stabilized at the exchange rate of 2.96 American dollars per 100 Czechoslovak 
crowns. ‘This stabilization is closely connected with the balance of payment in 
which the ratio of the credit side to the debit side is gradually improving. 

In 1925 the budget deficit still amounted to 272 million Czechoslovak crowns, 
but in 1926 it entirely disappears and is replaced by a surplus of 15 millions, the 
revenue being 10,086 millions and the expenditure 10,070 millions. This year’s 
budget contains two further advantages as compared with the budgets of 
previous years—firstly, it is not burdened with what are known as investment 
expenses, and secondly the revenue and expenditure of State undertakings 
‘railways, the tobacco monopoly, etc.) are excluded from the budget and are now 
managed upon a commercial basis. In the budget figure only the net results of 
their management, estimated at 11°6 per cent. of the total revenue. The rest of 
the revenue is derived from direct taxation (20°7 per cent.), and to a large extent 
from indirect taxation. 

The public debt of Czechoslovakia (population 13,613,170) amounts to 
30 milliards of Czechoslovak crowns, of which the funded internal debt amounts 
to 17 milliards (the interest ranging between 3} and 6 per cent.), and the short 
term internal debt to more than 5 miiliards (5} to 6 per cent.). The remainder 
consists of foreign debts and debts arising from the Peace Treaties. The question 
of what are known as the reparation commitments still awaits settlement. 
Czechoslovakia is regularly fulfilling her obligations, to which a sum of 2 milliard 
crowns is assigned in the budget for 1926. Last autumn the debts to America 
and Great Britain were satisfactorily tunded. Great care is being devcted 
notably to short term internal loans, which are partly being paid off by gradations 
and partly are being converted into longer-term loans. The same method will be 
applied to those debts which are payable this year and which amount to 2 
milliards. 

The present period represents a sort of landmark in the finances of Czecho- 
slovakia, for the National Bank will shortly be starting its activities. This is a 
joint stock bank of issue with a capital of 12 million dollars. 

The general economic situation at the end of 1925 is illustrated by the 
following facts. The index of wholesale prices was 142'2 (gold parity). The 
total deposits in all banks amounted to 28,262 millions, i.e. the equivalent of 
£12 per head of population. The value of exports from January to December, 
1925, amounted to 87 per cent. of the pre-war amount, i.e. 18,799 millions of 
Czechoslovak crowns, as compared with 17,022 millions of crowns for the corre- 
sponding period of 1924. 

Although there are still a number of outstanding questions (taxation reform, 
etc.), Czechoslovakia has every reason to look forward to the future with hope 
and confidence. It would, of course, be wrong to overlook the sacrifices which 
were necessary to bring about the present conditions. The separation of 
Czechoslovak currency from that of former Austria-Hungary in 1919, the tax on 
property, the energetic process of deflation involving the industrial crisis of 1922, 
and the general burden of taxation were all necessary for the stabilization of the 
economic life in a country which had to start entirely afresh. 
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In this work the closely connected suljects 
of Foreign Exchange and Foreign Banking 
are treated from the practical standpoint by 
a practising exchange dealer and foreign 
banker. The book affords an intimate account 
of the way in which foreign exchange opera- 
tions and foreign banking are conducted 
at the present day. A valuable appendix 
contains a mass of statistics including Bank 
Rates of the World from 1910 to the end 
of 1925, and the Highest and Lowest Monthly 
Rates of Exchange of the principal currencies 
for seven years down to November 1925. 
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The Economic Situation in Italy 
The Achievements of Fascism 


By Count Volpi 


Minister of Finance in the Government of Italy. 


HE economic problems of Italy can be summarized 
shortly. The population is rapidly growing, while 
there is a deficiency in raw materials (we have no 
coal, no cotton, no timber, and not enough grain). For 
this reason Italy’s industrial policy is to concentrate on 
the production of goods of quality, as her natural re- 
sources do not permit of mass production. In fact, the 
economic life of Italy cannot depend upon the exploita- 
tion of natural riches, but it has to rely upon the most 
skilful and efficient management of the few resources 
she possesses. By this policy her lack of raw materials 
can be counterbalanced by the remarkable quality of the 
goods she is able to produce. 
One of her gravest problems results from the density 
of her population, for which there is no outlet, except a 
carefully organized system of emigration. At present 
there are practically no unemployed in Italy, so that the 
problem is not of a very pressing nature. It is true that 
many countries have raised barriers against our emigrants, 
but the growth of understanding as to the mutual interests 
of nations, and the change which is gradually occurring 
in the general situation in Europe, must, we hope, result 
in a removal of the more formidable obstacles to immigra- 
tion, so that the sober, intelligent, and industrious work- 
man of Italy will be able once more to put his labour at 
the world’s service. 
There is, however, a potential source of great economic 
value in our “white coal” (hydro-electric power), and it 
must be observed that if we are to be independent of 
foreign coal, we must concentrate upon the most complete 
development of hydro-electric installations. In fact, 
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this power is already being exploited with much advan- 
tage and ingenuity. At the present time the economic 
horizon blazes with possibilities of developments on a 
vast scale, and in the near future Italy will be able to 
reduce considerably the quantity of coal which she is 
now obliged to purchase from abroad. 

I should like to make a few observations upon the 
present state of Italy’s industries. The textile industry 
is flourishing, and steady progress is being made in the 
manufacture of woollens, cotton goods, and silks—both 
natural and artificial The mechanical and chemical 
industries are prosperous and remarkably efficient. Gener- 
ally speaking, the industrial enterprises in Italy which 
require relatively small quantities of raw material and 
depend for their success on brains and labour, have a 
great future before them. Their success is assured. 
This is proved, for example, by the great expansion of 
the Italian motor industry. 

The production of foodstuffs is _ developing magnifi- 
cently. The “battle for the grain” has been initiated 
by Signor Mussolini, and under his energetic guidance 

2riculture has turned to methods of intensive culture, 
ai at the present time, the area under the plough is 
being constantly increased by the irrigation of dry lands, 
and by draining the marshes. The results already ob- 
tained are excellent, and we can see the day approaching 
when the quantity of grain bought abroad by Italy for 
domestic consumption will be reduced very considerably. 

Italy is working extremely hard to strengthen her 
position on all sides. The fifteen years which preceded 
the Great War were marked by constant progress in 
industry and commerce. There was a steady increase 
in the nation’s savings each year; the lira stood at par, 
and the State Budget regularly disclosed an important 
surplus. Then came the war, which increased the State 
debt from 15 to 100 milliards lire, and at the same time, 
as a result of inflation, the nominal value of the notes in 
circulation went up from three to twenty milliards lire ; 
as a natural result the lira lost three-quarters of its 
original value in the markets of the world. 

In the words of Signor Mussolini, “Italy must repair 
and Italy must rebuild,” and this is precisely what she 
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is doing now. The most important step which we have 
taken in this direction is to give security and encourage- 
ment to private enterprise and to confine the activities 
of Government within their appropriate orbit. 

In the last twenty years the political life of Italy was 
cursed by an incessant class warfare, and the whole nation 
was convulsed by this unfortunate internal strife. The 
State bureaucracy assumed tremendous proportions and 
spread like a parasitic g growth over the country, blighting all 
individuality and initiative. The industries of the nation 
were hampered by the refusal to allow capitalism to play 
its part as a necessary element of progress. In addition, 
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ihe purely mechanical side of labour (i.e. the force of 
numbers) was allowed to take precedence over ability 
and skilful management, which are the real sources of 


prosperity. 

All these ills could have but one result—disorder, and 
it increased with astonishing rapidity. Then came 
Fascism. 


The Fascist regime has firmly established the principle 
of co-operation between classes as opposed to the class 
warfare which existed under the previous system of 
Government. Justice has been done to the spirit of 
private enterprise, which has been permitted to take the 
leading place belonging to it by right. The machinery 
of Government has been simplified, so that it is now able 
to do its duty as a moderating influence and as a regulat- 
ing element in the life of the nation. This great achiev e- 
ment was possible because the people of Italy, under the 
present Government, work hard and sy stematically. We 
hope that conditions will continue to improve; all our 
efforts are directed to achieve this result. 

The Italian nation bears a very heavy burden upon 
its shoulders. A large portion of its yearly income is 
absorbed by the State Treasury in the form of various 
taxes. In pre-war times taxation took three milliards 
lire, and now it takes nearly twenty milliards. But this 
great burden is less difficult to sustain now that every 
Italian does his duty according to his conscience and 
with pride, because he realizes ‘his share in the national 
development. 

With such a moral foundation a brilliant future is 
assured for the nation. 
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THE Federation of British Industries in its economic 
supplement for January takes a gloomy view of trade 
prospects; 1926, the Federation thinks, 
A Federation Will be the most critical year since the close 
of Croaking of the war. The Federation blames the 
Pessimists banks, or rather the central bank, the Bank 
of England, for this doleful outlook. ‘Un- 
less,’’ declares the Federation, “‘there is a sufficient inflow 
of gold during the present quarter we must look forward 
to an extremely critical year. Since every time during 
the last three years that prices in America and other gold- 
using countries have exhibited a rising tendency, steps 
to check it have been taken by the central banks, it is 
unlikely that a marked rise in prices will occur until 
such time as there is a ‘definite change in international 
banking policy.’”” It would be perfectly easy for the 
central banks to manufacture a trade boom by the adop- 
tion of inflation, but the boom would not last long, and 
it would be succeeded by a great depression. ny 
provides a fine example of the heights to which a boom 
can be carried and of the depths to which a depression 
can carry a country which trifles with its currency. 

The forecast of the Federation is pretty sure to be 
falsified in the event. In spite of the lamentations of the 
Jeremiahs—and of the monetary magicians who want to 
depreciate the currency, since they are unable to compre- 
hend any satisfactory trade condition which does not 
involve a debasement of the coinage, or at least a rise in 
prices—the trade of this country and of the world has 
been steadily improving for the past four years. Every 
banker at the annual gatherings has pointed to progress, 
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and indicated the probability of further improvement. 
Now bankers are better placed than most to follow and 
understand business tendencies, since their occupation 
brings them into close contact with the state of things in 
not one industry or set of industries, but with trades and 
industries as a whole. They must necessarily keep in 
close touch with the conditions of trade, and their fingers 
are constantly upon its pulse, since it is their money 
which is often at risk. Moreover, they are cautious folk, 
and not given to extravagant anticipations ; their quiet 
optimism is, therefore, significant. 

The most important event in Europe which holds out 
great promise for 1926 is the good harvest in England and 
on the Continent. Indeed, throughout the world the 
harvests have not been by any means bad. Good harvests 
create purchasing power of the right kind. Europe had 
to spend large sums in the New World on foodstuffs 
in 1924-25, which this year they will save and have avail- 
able to spend upon other goods. Further, they will be 
sellers of foodstuffs. This will tend to lower the cost of 
living and cheapen industrial production. Europe 
also offers a much more stable appearance than a year 
ago. With the conspicuous exception of France, and one 
or two other countries which have “inflated magnifi- 
cently”’ to use Mr. Keynes’ philosophic and self-revealing 
expression, the countries of Europe have done much to 
put their financial houses in order. Finland, Holland, 
Great Britain, Sweden, Germany, Austria, Hungary, and 
Switzerland have their currencies once more linked to 
gold, and this year Italy and Belgium will, it is hoped, 
be able to do the same. As in the case of Finland, the 
restoration of gold payments in these countries will have 
to be effected by a process of devaluation, i.e. by creating 
a new gold par. Sterling is no longer over-valued, as 
suggested by the Federation ; indeed, there is ground for 
the belief that it is under-valued, owing to heavy overseas 
lending. It is, however, true that cost of production may 
still need adjustment in some trades. The figures given 
in the London and Cambridge economic service show 
clearly that the world has been making steady progress 
in its economic recovery since the great slump of 1920-21, 
volume of production being higher now than at any period 
since then, except the last quarter of 1924. 
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SIR ALFRED LEWIS ME. ¢: PP. SCOTT LORD FORSTER 


BANKERS were not unprepared for the reference in the 
King’s speech to the Government’s intention to bring in a 
Bill for giving better facilities to agricul- 
Bankers ture. The y are not of the opinion that the 
, andthe — troubles of the English farmer are in any 
, Government’s ; . 
Agricultural WY due to lack of credit facilities. Farmers, 
Policy like other people, would like to get more 
i credit than the bankers are pre pared to give 
them, but it is notorious that a borrower always thinks he 
should have more credit. The Government, however, sees 
the political advantage of doing something to counter 
the Opposition’s land programme, and has hit upon 
the idea of giving cheap credits to farmers. What 
form the new facilities will take has not vet been deter- 
mined, but a banker, asked for his views on the subject, 
thought it might take the form of land mortgage institu- 
tions of the kind which are well known on the Continent. 
Giving mortgages on land is not, of course, legitimate 
banking business. 

We hope the banks will not be persuaded to engage 
in business of which they do not really approve. It is 
common knowledge that the advances made through 
the county councils by the Government for small land 
settlement have resulted in loss, as they were, in fact, 
bound to do. It is to be hoped also that the Government 
is not going to pledge itself to any sort of wholesale land 
purchase scheme. Bankers with a considerable experience 
of agriculture believe that the farming industry would be 
much more profitable if something could be done to 
eliminate the middlemen. There is often a frightful gap 
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between what the producer receives and what the con- 
sumer pays. Co-operative marketing, by eliminating the 
middlemen, would give more to the producer and extort less 
from the consumer, and would benefit not only the farmer, 
but the community generally. The purchasing power of 
the community would be increased, and the standard of 
living would be raised for whole classes instead of for 


individuals. 


Mr. Lear’s address to the shareholders at the West- 
minster Bank meeting has raised afresh the question, 
; not of the amalgamation of the bank-note 
— be sg and currency-note issues, for in principle 
Cinta Tasos that is a settled matter, but of the basis 
upon which the bank is in future to be 

allowed to issue notes. 

He has come out boldly for the principle of an elastic 
note issue; a note issue, in other words, the fiduciary 
portion of which is not fixed, but which will vary with the 
state of trade, whilst the requirements of safe and easy 
convertibility are met by insistence upon a minimum 
reserve proportion of “between 30 and 40 per cent.” 
Mr. Leaf goes further than this, and would allow of 
even greater elasticity by permitting the reserve to be 
reduced below the statutory minimum, subject to the 
bank obtaining a licence (presumably from the Treasury) 
and “‘ paving a tax on the deficiency, a tax which would 
rapidly increase in rate as the deficiency grew. We 
should thus have a system which would combine elasticity 
and security.” 

It is not enough to discuss this proposal by urging 
that it had already been considered and _ neglected 
by the Cunliffe Committee. It is true, as Mr. Leaf 
urges, that the plan he proposes is the basis upon 
which the note issues of many modern central banks 
are being buil¢ up. But what is the case for its adoption 
here? Mr. Leaf admits that from 1866 to 1914 “the 
system of a fixed fiduciary limit worked well enough.” 
The consequ#nces which might have been expected to 
result from “‘the narrow margin of fiduciary issue’’ were 
“evaded, partly by the enormous increase in the gold 
production of the world. . .and partly by the great economy 
in currency due to the employment of the cheque in 
place of the sovereign or the bank-note’’! It is, therefore, 
somewhat surprising that Mr. Leaf should later in his 
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speech, after denouncing the dangerously lax terms of 
the Currency and Bank-Notes Act of 1914, state “that 
there can be no return to a hard-and-fast limit for the 
fiduciary issue. That plan has been tried, and was proved 
a failure.’”’ A system that has been tried and ‘“ worked 
well enough” for fifty years, during which the scale of 
business expanded enormously, can hardly be dismissed 
in this way, especially when the contrary policy resulted 
in considerably reducing the value of the currency, and 
when conditions only began to improve when the prin- 
ciple of a fixed fiduciary limit was again restored, i 
however tentative a way. 

The proposal appears to us to involve two fatal 
alternatives. In order to be on the safe side the bank 
may, in fact, keep a reserve at all times considerably 
higher than the actual minimum allowed by law. We 
suggest that the authorities of the Bank of England 
would, in fact, pursue this policy, in view of the vast 
responsibilities thrust on the central bank and what is 
still the world-centre of finance. In this case, the legal 
minimum would cease to have any practical effect, but 
the bank would be exposed to the danger of constant 
attack on the ground of indifference “to the legitimate 
interests of the business community.”’ Or, alternatively, 
the legal minimum would tend to become the actual 
maximum, and then any foreign demands for gold would 
lead in a very short time to the application of penal rates. 
There are also the difficulties alluded to by “the Cunliffe ”’ 
Committee : the encouragement which the elastic system 
might afford to speculative excesses, and the sharpness 
with which, once the legal limit was reached, deflation 
would have to be practised. 

The argument that other countries have adopted these 
arrangements is not conclusive. Taking the most general 
standpoint, the elasticity of these banking constitutions 
nearly obviates the necessity of following the example 
in the case of the Bank of England; because, in a period 
of general business expansion and rising prices, accom- 
panied by expanding note issues, these banks are deprived 
of supplies of gold they might otherwise receit 'e; the place 
which gold might have taken in the monetary circulation 
being filled with notes based on trade-paper, and the gold 
coming to areas where banking arrangements are less 
elastic. Since prices, under a world-wide gold standard, 
must tend to be the same all over the area, the country 
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with a rigid system of note-control gets a more than pro- 
portionate supply of gold, which brings its prices up to 
world level. This, no doubt, is one of the reasons why 
our system w orked well before the war. But in the post- 
war world the only country whose position is at all com- 
parable to ours—the U.S.A.—has such vast reserves that 
whatever the legal position may be, the facts deprive 
it of any economic significance. In other countries 
in which the principle is being tentatively introduced, 
e.g. Canada, India, and Australia, the strongly-marked 
seasonal movement in agriculture supplies an argument 
which is almost wholly lacking here. As regards Germany 
and Austria, these countries are under a moral guardian- 
ship which makes adventurous finance on their part 
exceedingly unattractive, and in neither case are the 
regulations of any practical importance. 

The case for permitting an emergency issue without any 
infraction of law stands on an entirely different footing, 
and, in fact, the Cunliffe Committee approved of such a 
proposal, which requires no fresh legislation so long as 
section 3 of the Currency and Bank-Notes Act of 1914 has 
not been repealed. 

Incidentally, it may be pointed out that Mr. Leaf’s 
pessimism on the immediate situation, so far as the future 
of the bank rate is concerned, is based on an error. By 
neglecting to deduct the Bank of England notes held in 
the currency note account, which stand at £56} millions, 
he states the total paper circulation of the country at 
£437°4 millions, instead of which the net circulation is 
only £381 millions. The actual reserve ratio then, even 
if no account is taken of the seven millions of silver in 
the currency note account, is nearly 38 per cent. instead 
of 33 per cent., the basis of the apprehensions which Mr. 
Leaf entertains. 


CONSIDERABLE interest was manifested in the City by the 
announcement that Sir John Ferguson was to relinquish 
Sir John Fer- the office of joint general manager of Lloyds 
guson’s New Bank in order to take up the position of 

Post deputy chairman and finance director of 
Lipton, Limited. It is not uncommon for business men 
and industrialists in later life to turn their talents in the 
direction of banking, and many such gentlemen may be 
found on the boards of our big banks. Bankers who are 
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managers of important branches have also been known 
to become members of companies unconnected with 
banking. But it is unusual for a banker who holds a 
position such as Sir John Ferguson held in Lloyds Bank 
to leave it in order to join the administration of an indus- 
trial or commercial company. In these days, when un- 
sound finance may ruin a company in spite of good 
technical management, such a step is all to the good, for 
while the banker must of necessity leave technical affairs 
in the hands of those who have been brought up with 
them, his knowledge of industrial finance—obtained 
from close contact with the financial affairs of, perhaps, 
scores of companies—can scarcely fail to be of advantage 
to the undertaking which he joins. 


The Stock Exchange showed its appreciation of 
Sir John Ferguson’s new appointment by immediately 
marking up the price of Lipton shares. 


THE Government of the Irish Free State have appointed 

; a commission “to consider and report to 

“ — the Minister for Finance what, if any, 

tere ne a changes in the law relating to banking and 

note issue are necessary or desirable, regard 

being had to the altered circumstances arising from the 
establishment of Saorstat Eireann.’ 


The following have agreed to act on the commission : 
Mr. Henry Parker Willis, of New York, chairman; the 
Right Hon. Andrew Jameson, director of the Bank of 
Ireland; Mr. Lionel Smith-Gordon, director of the 
Nationai Land Bank; Mr. J. J. O’Connell, general 
manager of the National Bank; Mr. F. J. Lillis, Govern- 
ment stockbroker, of Dublin; Mr. R. K. L. Galloway, 
managing director of the Ulster Bank; Mr. C. A. B. 
Campion, London manager of the Commonwealth Bank 
of Australia; Mr. J. J. McElligot, an assistant secretary 
of the Ministry of Finance and a director of the National 


Land Bank. 


THE Polish Minister of Finance has issued the text of 
a Bill amending the banking laws. The Bill 

A New establishes heavy fines and terms of im- 
ra prisonment for directors of defaulting banks. 
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BriTIsH bank shares were so steady in price last year that 
they might almost be classed with gilt-edged securities. 
. Unlike the latter, however, few bank shares 
Bank a were lower in price at the end of 1925 than 
ium. beginning; there has also since the 
turn of the year been an advance in prices. The following 
table gives the prices of the shares of banks working in 
Great Britain at the end of 1925 and 1924, together with 
the highest and lowest prices touched last year : 


Share End of End of During 1925 
1925 1924 Highest Lowest 
Bank of Live rpool ss wii 71 7% 73 63 
Barclays “A” .. ei ait 718 8,4 83 7% 
Ditto “B” .. ee ai 55/9 57/3 59/—* 53/- 
District .. me Ris a 10} 9% 103* ofi 
Lloyds .. es “9 “A 64/- 62/— 66/9?*  60/— 
Midland {12 .. - oe 8? 813 gi* 8,5 
National ia - wa 20} 19} 2175 19 
National Provincial £25 ala 103 10} 11* 93 
Ditto £20 ea 1133 II;'5 1ay6 * 3 
Royal of Scotland ve a4 315 298 319* 204 
Westminster £20 ‘a re 18} 18} 192 1773 
Williams Deacon’s “A” ni 48/6 47/6 51/9* 46/- 


An asterisk indicates that the price so marked is the 
highest touched in the past ten years. It will be seen 
that this occurred in many cases. 


The O THE shares of banks working oversea do 
ee 48 not display such stability as those of the 
Banks 

home banks, but they are by no means 


erratic in price : 


Share Dec. 31st Dec. 31st During 1925 
1925 1924 Highest Lowest 
Anglo-South American “a a5 73 8 62 
3ank of Australasia .. a 133 13% 143 132 
Bank of Brit. West Africa... 82/6 85/- 91/74 77/6 
Bk. London & Sth. America .. ots 9 10} 83 
Bank of Montreal Sie i 54 52 55% 49} 
Bank of New Sth. Wales ue 41 40} 42* 384 
Bank of New Zealand .. ‘a 55/6 2/6 (2/6 51/9 
Bank of Victoria sa Pe 63 6} Ts 675 
3ritish Overseas “A” .. a 52 Satz 63 5+ 
Canadian of Commerce id 46} 41} 46? 40} 
Chartered of India... 21 20} 221% 19 
English, Scottish, and Austra- 74 7s 73 6% 


lian. 


BANKING AND FINANCIAL NOTES 135 


Share Dec. 31st Dec. 31st During 1925 
1925 Mtg Highest Lowest 
Hongkong and Shanghai “is 129} 139 1514* 119 
Mercantile of India “A” ‘x 28} 284 203 28 
National of Australasia a 8} 73 83* ik 
National of Egypt av = 334 2716 343* 273 
National of India ta ae 46} 48} 488 454 
National of New Zealand 63 7's qa5* 67; 
P. & O. Corporation .. os gh II I1g 83 
Standard of South Africa 5 1145 1173 11 10} 
Union of Australia... a 143 143 15,55 14} 


The exceptionally wide margin between the highest 
and lowest prices touched by Hongkong and Shanghai 
Banking Corporation shares was due, of course, to the 
troubles in China. 


A FEW details regarding the new Hungarian gold currency 
law may be useful for reference. “The pengd, as the 
; ‘ currency is called, is divided into roo heller. 
The New (Gold coin, which will be struck in pieces of 
oe 20 and 10 pengos, will be minted nine-tenths 
fine, the remainder being copper. From 1 

kilogramme of standard gold 3,420 pengés will be minted, 
and from the same weight of fine gold, 3,800 pengés. The 
charge to be made for minting on private account has yet 
to be. fixed, but it may note xceed 0°3 per cent. of the v alue 
of the coin in the case of 20 pengo pieces or 0°5 per cent. 
in that of the 10 pengo piece. The National Bank is 
required to buy gold in bars on demand and to make 
angen in bank-notes at the rate of I pengd for 
26,315,789 grammes of fine gold. For the present, 
hackles get coins, pieces of I pengé will be struck in 
silver and of 50, 20, 10, 2, and I heller in non-precious 
metals. Whereas the gold coins will be minted on State 
or private account, these subsidiary coins will be struck 
only for the State. Silver coins, which may be minted to 
a maximum value of 45,000,000 pengés, will consist of 
640 parts of silver and 360 of copper. Coins of non- 
precious metal may be struck to a maximum value of 
30,000,000 pengods ; the 50, 20, and 10 heller pieces will 
consist of 25 parts nickel and 75 copper, while the 2 and 1 
heller coins will be of bronze. Subsidiary coins will be 
put into circulation by the National Bank, a corresponding 
amount of bank-notes being withdrawn, of course. As 
from January I, 1927, all accounts must be kept in terms 
of the pengd, which is to be reckoned the equivalent of 
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12,500 paper crowns. Even after that date, however, the 
National Bank has the right to put and keep in circulation 
notes in terms of crowns until they can be replaced by 
peng notes. The profits on minting are to be applied to 
the reduction of the State debt to the National Bank. 
The total subsidiary coinage of 75,000,000 pengos repre- 
sents about seven shillings per head of the population ; 

some 40,000,000 pengés of these coins are to be struck by 
the end of this year. The value of the pengé is about gd. 


Lorp ForsTER’s Governor-Generalship was perhaps the 
most successful in the history of the Commonwealth of 
Australia. His great capacity for the man- 
\ Banking agement of public affairs, and his fame asa 
Appointments ‘ 
sportsman, made him an ideal representative 
of the King in Australia. By joining the Board of the 
English, Scottish, and Australian Bank he establishes a 
new and interesting connection with Australia, and he 
brings into the service of the bank abilities and qualities 
which should prove highly valuable. Following the 
excellent precedent set by the English, Scottish, and 
Australian Bank, the Australian Mutuz al Providen t Society 
have appointed him to a seat on their London Board. 
Lord Forster’s daughter is the wife of Mr. Beaumont 
Pease, Chairman of Lloyds Bank. 


Mr. H. Judson has been appointed a joint general 
manager of the National Bank of South Africa. 


Mr. F. Haegler has resigned from the general manager- 
ship of the London Office of the Banque Belge pour 
l’Etranger, a position which he has held for over twelve 
years. The directors have appointed him honorary 
general manager and member of the London Committee 
of the Bank. 


Mr. Lambert W. Middleton has been elected to a seat 
on the board of Lloyds Bank. 


Senator Sir John Keane, Bart., has been elected 
director of the Bank of Ireland. 


Dr. V. Pospisil has been nominated for the office of 
Governor of the Czechoslovak National Bank. Dr. 


Saag 
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Pospisil is manager of the Prague Municipal Savings Bank, 
and a member of the Financial Committee of the League 


of Nations. 


Lieut.-Colonel E. H. W. Bolitho, D.S.O., a local 
director of Barclays Bank, Ltd., at Penzance, has been 
elected to a seat on the Board of the bank. 


Mr. Sidney H. Logan has been appointed general 
manager of the Canadian Bank of Commerce. 


The directors of the Yorkshire Penny Bank include 
such notable bankers as Mr. Reginald McKenna and Mr. 
Rupert Beckett. The Board will be further strengthened 
by the election of Sir Alfred Lewis, chief general manager 
of the National Provincial Bank. His ripe experience 
and remarkable ability should be of considerable advantage 
in the conduct of the business of this powerful bank. 


The Manchester Guardian is read by bankers in every 
part of the world, and its admirable commercial supple- 
ment always contains information of service to bankers. 
Its many readers will be interested to learn that the City 
of Manchester has done itself the honour of admitting 
Mr. C. P. Scott to the Freedom of the City. For fifty-four 
years Mr. Scott has edited the Manchester Guardian, and 
during this long period his journal has worked with all its 
might to advance the interests of England, to promote 
all good causes for the welfase of its people, and to sustain 
the honourable traditions of British journalism. 


Mr. P. Bark, vice-chairman of the Anglo-Czecho- 
Slovakian Bank and a director of the Anglo-Austrian 
Bank, Ltd., has been elected a director of the British 
Italian Banking Corporation, and Mr. I. George Manzi Fe, 
managing director of the British Italian Banking Corpor- 
ation, has been elected to a seat on the board of the 


Anglo- -Austrian Bank, Ltd. 


In the notice concerning the firm of J. C. im Thurn 
& Sons, Limited, which appeared in our January issue, 
the date of its foundation was given as 1884 instead of 
1844. A printer’s error thus deprived this fine old house 
of the business transacted during the first forty years of 
its life. We much regret this error. 











SIR FELIX SCHUSTER, BT. MR. J. W. BEAUMONT PEASE 
Chairman of the National Provincial Bank Chairman of Lloyds Bank 


The English Banking Year 
By O. R. Hobson 


OR English banking the vear 1925 was a profitable 
but not an exciting period. Of concrete events de- 
serving of record there were indeed singularly few. 

In particular there was not a single amalgamation to 
chronicle, so far as domestic banking is concerned, though 
the enterprise of Barclays Bank in acquiring the Colonial 
Bank, transforming it into Barclays Bank (Dominion, 
Colonial, and Overseas), Ltd., and merging with it the 
Anglo-Egyptian Bank and the National Bank of South 
Africa is, of course, an important development in British- 
overseas banking. The return to the gold standard, the 
outstanding event in the domain of high finance, had no 
great influence on ordinary banking routine, except that, 
in virtue of the relatively high level of discount and 
interest rates which accompanied it, it contributed 
materially to increasing the profits of the banks. These, 
as will be seen from the comparison which I give below, 
were, with one exception. in the case of every single bank, 
larger than those earned in either 1923 or 1924. 
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MR. WALTER LEAF MR. F. C. GOODENOUGH 


Chairman of the Westminster Bank Chairman of Barclays Bank 


ENGLISH BANKING PROFITs. 


1923 1924 1925 
£ £ 
Barclays .. - ai .. 1,891,066 2,067,281 2,289,837 
Lloyds ay i = .. 2,047,116 2,468,934 2,569,366 
Midland .. 5g .. 2,210,972 2,424,992 2,522,469 
National Provincial i .. 1,791,287 1,974,043 2,161,580 
Westminster sis .. 1,804,782 2,013,502 2,205,392 
Bank of Live rpool ? “ 486,966 530,443 572,317 
District ti ; se 428,606 448,073 458,993 
Lancashire and Y orkshire si 240,302 242,057 245,309 
Manchester and County .. ae 190,105 193,393 199,319 
Union of Manchester - ie 227,047 221,395 214,221 
Williams Deacons vy ne 327,247 338,893 344,560 


The aggregate profits were also larger than in 1921 and 
1922, and though nominally they were much smaller than 
those earned in 1920, comparison cannot fairly be made 
with that year, in which the real value of money was so 
much lower and in which, moreover, depreciation of 
investments absorbed so large a proportion of nominal 
profits. I give here the aggregate figures of the eleven 
English joint stock banks for the six years :— 


£ 
1920 ae o>» 29,375,202 
1921 ve .» 13,549,021 
1g22 ny .. 11,869,453 
1923 _ .. 11,645,490 
1924 ée -. 12,923,906 


1925 rr -. 23,963,943 
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A comparison of these figures with those of pre-war 
years yields some not uninteresting results. For this 
purpose I extract from the Economist of May 23, 1924, 
the following figures of aggregate net profits of the English 
joint stock banks—in those days there were thirty-seven 
of them—for the years ead a 


IQIO ro 8,241,490 
IQII iu it 8,214,213 
IQI2 oe o« 9,124,327 
IgI3 — as 10,377,225 


The first obvious conclusion which one draws from the 
results of these years is that—particularly, of course, in 
the pre-war “‘record” year 1913—-profits were lower by a 
relatively small margin than in the last few years, the 
increase in 1925 compared with 1913 being only £3,400,000, 
or, say, 33 per cent. As the increase in commodity 
prices since 1913 has been fully 60 per cent., the present 
level of real banking profits is clearly much below its 
level in that year. That fact also emerges from a com- 
parison of the percentage of profit earned on each £100 of 
resources. In the four pre-war years referred to that 
percentage works out at as nearly as possible I per cent. 
In 1925, on the other hand, the “‘ Big Five” banks earned 
£11,748,000 on assets which, at the end of the year—that 
is taking the December 31 balance sheet totals—amounted 
to {1,730,890,000 ; that is to say, they earned ‘68 of I per 
cent. on each £100 of resources, which is materially less 
than the pre-war percentage, though the gross rate of 
interest earned in pre-war years was certainly lower. I 
do not, of course, suggest that this comparison can be 

taken as in any way an exact one, for though the area 
served by the pre-war and post-war banks which I have 

taken into consideration is the same, there are considerable 
differences in the methods of calculating profits—one 
annoying discrepancy is the lack of uniformity in dealing 
with income tax—which may affect the result, while, of 
course, it is, and always has been, a matter of uncertainty 
as to how far declared profits represent the profits actually 
earned. But I do not think that any process of correction 
would weaken my present point, that the banks now 
derive a smaller net return from £100 of deposits, or rather 
£100 of their total resources, than they did before the war, 
especially when it is considered that the present banking 
groups include private banks, which issued no statements 
of profits, and include, too, in virtue of share-control, 
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Scottish and overseas banks which were either independent 
or non-existent before the war. So far as profits go, the 
question rather crudely put in the form: ‘‘ Do the banks 
profiteer ?”” must be answered in the negative. But on 
this subject I shall have something further to say later on. 

Meanwhile a few words about dividends. In the great 
majority of cases these were, in accordance with the 
universal banking practice of maintaining steady dividend 
rates, retained at the same rates as in recent years. To 
this rule there were, however, two notable exceptions. 

The National Provincial Bank increased its return from 
16 per cent. to 18 per cent., thus restoring the rate which 
the lineal ancestor of the present institution, the much 
smaller National Provincial Bank of England, Ltd., was 
in the habit of paying in the years up to 1913. And the 
bi estminster Bank, while retaining the standard rate of 

2} per cent. (the maximum) on the fully paid £1 shares 

. 20 per cent. on the £20 (£5 paid-up) hae. added on 
this occasion a bonus of one new fully paid £1 share for 
every five of the {20 shares. This share distribution, 
which was paid for entirely out of the profits of the year, 
represents something of an innovation in British banking 
practice, for though it has been customary when additional 
capital has been required to raise it from the existing share- 
holders on quasi-bonus terms, no bank has in recent years 
presented its shareholders with a clean bonus of shares.* 

There is no mystery about the reasons why the banks 
were able to earn the higher profits in 1925 than in the 
preceding years. In the first place the general level of 
short-term interest rates ruled higher (chiefly, of course, 
thanks to the gold standard, of the return to which the 
banks at least have no ground to complain) than in any 
year since Ig21. The average bank rate was {4 IIs., 

IIs. per cent. higher than in 1924, and £1 Is. 3d. higher 
than in 1923. The average market rate of discount for 
three months’ bills (£4 2s. in 1925 against £3 Ios. gd. in 
1924) was, higher by a similar margin, and the average 
rate for short loans in the money market (£3 9s. 3d. per 

cent. in 1925, against {2 12s. 5d. in 1924), for reasons 

which will be referred to, showed a rise disproportionate 
to the advance in the bank rate and market rate. In 
consequence ali the earning assets of the banks, except 
the investments in gilt- -edged securities, that is, money at 
~ * Since this was written the directors of L loy ds Bank have decided to 


recommend a similar bonus distribution of shares, viz. one new fully- 
paid share of {1 for every ten present shares of £5 each (£1 paid). 
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call and short notice, bills discounted, and loans and 
advances, were employable at more remunerative rates. 
Another reason why profits were higher in 1925 was 
that a markedly larger proportion of banking funds was 
invested in the most profitable form of banking invest- 
ment, loans and advances to customers. The remarkable 
increase in these loans, which, for the most part, may be 
presumed to represent accommodation to the commercial 
and industrial interests, is indeed so important that it 
merits a somewhat extended discussion. The most 
striking way in which I can present the development 
which has occurred in the last three years is to quote the 
figures issued monthly by the ten London clearing banks 
for September 1922 and July, 1925. In the former month, 
which marked the culmination of the process of liquidation 
of the “frozen credit’’ of the Ig19—20 boom, the advances 
of the ten banks stood at {£728,800,000, while their 
deposits stood at £1,704,000,000, the proportion of 
deposits laid out in advances being 42 per cent. By 
July of 1925, while deposits had fallen by £33,000,000 to 
£1,671,000,000, advances had risen by £1 38,900,000 to 
£867,700,000, or rather over 52 per cent. of the deposits. 
It is not altogether easy to reconcile this huge increase in 
the demand for credit with the apparent facts of the trade 
situation—though it may be taken as further evidence of 
the probable fact that trade, though notoriously bad in 
certain directions is so good in others, that in the aggre- 
gate its badness has been much exaggerated—but the 
fact remains that in the three years from the summer of 
1922 to the summer of 1925 the demand upon the banks 
for accommodation rose by almost 20 per cent. The 
growth ©: advances in the year 1925, it may be added, was 
fully © val to that of 1923 and 1924, for the average for 
the ten clearing banks over the whole of 1925 was 
£48,000,000, or 6 per cent. higher than the average for 
1924. Practically the whole of the funds invested in 
these additional advances were derived from the liquida- 
tion of British Government and other securities, as may 
be seen from the fact that the rise in advances between 
September 1922 and July 1925 of {139,000,000 was 
accompanied by a reduction of investment holdings by 
£124,000,000, while against the increase in advances in 1925 
over 1924 of £48,000,000 just mentioned, there is to be set 
a fall in the average investment holdings of £54,000,000. 
This very heavy liquidation of security holdings by the 
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banks incidentally sheds a good deal of light on the course 
of the gilt-edged market during the period and its failure 
in the ensuing four years to improve materially 7 the 
general price Jevel established in the spring of 1922 

If another pre-war comparison be permitted aa re is, I 
think, instruction to be drawn from the figures relating to 
trade accommodation set out below, which are taken from 
the balance sheet of the “ Big Five ” banks for December 3I, 
192 5, and the fig sures for the same items shown by the same 
baaiies in their embryonic form on December 31, 1913-— 
figures which, incidentally, serve to remind us that five 
ancestors of the modern “ Big Five,” if amalgamated, would 
have formed an institution hardly greater, in point of 
figures, than the Midland Bank or Lloyds Bank of to-day :— 


IQI3 Advance to 
— Discounts Advances Deposit 
f £ £ Per cent. 
Barclays... .. 60,805, 754 9,602,176 =. 27,339,746 45 
Lloyds bug .» 91,947,908 10,829,874 50,871,241 553 
Midland ++ ++ 94,372,951 11,790,041 51,309,563 544 
National Provincial 67,974,408 41,018,260 * 
Westminster .. 85,923,210 15,800,196 44,089,226 51} 
1925 Per cent. 


259,816 32,028,847 153,028,485 50 
178,515 41,624,130 183,330,725 54% 


Barclays 06 

7) 

ry 41,888,022 196,747,548 564 
2? 

‘, 


30 

Lloyds 33 

Midland oo 

National Provincial 252,737,81 35,880,917 133,617,259 53 
271,379, 667 39,999,504 126,516,051 46} 
* 


Jiscounts and Advances. 


Westminster 


The table unfortunately is vitiated by the fact that it 
contains two sets of incomparables. Following a bad old 
habit the National Provincial in 1913 lumped together its 
bills discounted and its advances, and by a bad new habit 
all the banks now include Treasury Bills as well as 
commercial bills in one total. It is, however, clear that 
the proportion of their deposits which the banks have out 
in advances is as high as it was even in 1913, a year of 
exceptional trade activity. The 1925 figures of the five 
banks give a percentage of advances (£793,240,000) to 
deposits (£1,516,238,000) of 52°3, while it so happens that 
the percentage of “the four banks (omitting the National 
Provincial) in 1913 was exactly the same. On the other 
hand, it is equally clear, having regard to the considerable 
admixture of Treasury Bills in the present-day bill 
holdings—in the case of the Midland Bank, however 
Mr. McKenna has stated that the bill portfolio is composed 
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almost entirely of commercial bills—-that the facilities 
which the banks give to trade in discounting bills of 
exchange are appreciably less than in pre-war days, for 
the present-day percentage of Treasury and commercial 
bills to deposits is smaller than the pre-war percentage of 
commercial] bills to deposits. 

These two facts--the decline in commercial bill 
discounting and the increase in advances to roughly the 
highest ratio to deposits reached in pre-war years—-are 
together of some importance. There are indications that 
the banks are becoming unwilling to see their advances 
rise to a higher percentage of their deposits now that they 
have reached the ratio which experience or accident has 
laid down as about the maximum consistent with 
prudence. That, however, does not apply to bills of 
exchange, which are in this country traditionally a 
highly acceptable banking investment. One would 
therefore welcome a development of the practice of 
financing trade where possible—perhaps one should say 
a revival of the practice, because there is some evidence 
that transactions previously financed by bill are now 
financed by loan—by the creation and discounting of 
bills of exchange. To some extent that may be expected 
to accompany a revival of the export trade, and to some 
extent it would no doubt be facilitated by a reduction in 
the volume of the competing Treasury Bills, but in any 

case there would seem to be no question but that if an 
increased use of the commercial bill can be brought about 
the task of the banks in financing trade will be made easier. 

Apart from that, the granting of increased accommo- 
dation would appear to depend upon the success of the 
banks in attracting increased deposits. Here, of course, 
we come into contact with the gold standard. During 
1925 banking deposits fell somewhat under the influence, 
as several of the bank chairmen have pointed out, of the 
efflux of gold from the Bank of England’s reserve, which 
followed the re-establishment of a free market in gold, 
the average level for the ten clearing banks in 1925 being 
£1,661,000,000, compared with £1,672,000,000 in 1924. 
Assuming, therefore, as one may assume, a continuity of 
existing policy in regard to cash reserve percentages, it 
follows that a strengthening of the central gold reserve 
must precede an expansion of bank deposits. But a 
strengthening of the gold reserve is not a causeless 
phenomenon—it cannot come by a miracle. Essentially 
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what is needed to bring it about and to bring about a 
higher level of bank deposits is increased national saving 
--a moral, as sound as it is dull, which some of the bank 
chairmen have also drawn. 

This brings me back to a question to which I have 
already referred, the question of “‘profiteering.”’ As I 
have shown, the level of banking profits lends no support 
to the suggestion that the banks are using their present- 
day semi-monopolistic position to extract undue gains 
from the public, while the recent large increase in the 
commercial credit granted by them proves that they are 
fully alive to their responsibilities to the trade of the 
country, that they are far from content to adopt the easy 
existence of an investment trust. Nevertheless, there is 
certain evidence in recent developments, not indeed of 
profiteering, but of what one may term a somewhat 
reduced standard of banking efficiency. Before the war 
the banks used regularly to allow on deposits callable at 
short notice interest at the rate of 1} per cent. below the 
bank rate for the time being. During the high bank 
rate days of the immediate post-war period this interest 
basis was reduced to 2 per cent. below bank rate, and with 
the return to more normal conditions this lower scale of 
remuneration has been retained. If, as can hardly be 
disputed, increased saving is highly necessary to replace 
the capital wastage of the w ar, are the banks fully living 
up to their responsibilities in paying a smaller return on 
money deposited with them ? That is one question which 
is being asked. Furthermore, the banks have altered 
their practice in regard to the interest charged on their 
weekly loans to the discount market—loans which have 
always been regarded as in some sense the investment of 
deposit account money. Before the war the usual charge 
was } to 3 per cent. above deposit rate. Now it is I per 
cent. above deposit rate, for the increased charge brought 
into force in July, 1924, in connection with the policy” of 
forcing up the level of open market rates of discount for 
the purpose of influencing the sterling exchange, has so 
far not been modified. It is, therefore, beyond question 
that the banks are on the one hand paying a lower rate 
of interest on deposits and on the other charging a higher 
rate on money market loans, and so helping to impose upon 
industry a higher discount rate. 

In this case the banks can make a reply which is 
effective, though it may not be wholly conclusive. In 
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the first place their working costs have risen more than in 
proportion to their increased resources. The salary 
scales have risen in a higher ratio than the cost of living 
index number, and there has, of course, been an enormous 
increase in local rates, with the result that the banks 
could doubtless show that to pay the additional 3 per cent. 
on deposits—at a very rough guess the interest-bearing 
deposits of the joint stock banks may be put at {500,000,000 
to £600,000,000, so that the additional $ per cent. would 
cost £2,500,000 to £3,000,000 per annum—would involve 
so large a reduction in deposits that the present rates of 
dividend would be endangered. Secondly, there is, I 
believe, some suggestion that the average rate of interest 
charged on loans and overdrafts—other, of course, than 
short money market loans—is rather lower than before 
the war. If that be true—it is a point on which the banks 
might well give information—it would go some way 
towards disposing of this line of criticism. Nevertheless, 
in default of clear proof on this point, it is not easy to 
avoid the conviction that there is something, even if not 
very much, in the view that banking costs are higher than 
they need have been. It is obvious that the building 
programmes adopted by the “ Big Five’ after the war, and 
still uncompleted, have involved the banks in enormous 
expenditure and in permanently increased annual charges 
which cannot be fully productive for many years to come, 
if ever. To some extent the new branches represent 
arrears of normal extension deferred through the war, 
but that expansion hardly covers the whole of the ground, 
and it is difficult to justify economically the increase of 
fully 25 per cent. in the number of bank offices in England 
and Wales by the opening of nearly 2,000 new branches, 
many of them built on the most costly lines, and, of course, 
assessed for rates and taxes accordingly. In other words, 
an appreciable part of the increased working expenditure 
is not attributable either to the war or to trade-unionism 
among the staffs, but must be laid at the door of the banks 
themselves. It is to be hoped that as the new branches 
reach the paying basis, and as the average cost of keeping 
£100 of deposits or of clearing a cheque diminishes, as it 
should do, the banks will remember the claim of their 
depositors. To put it no higher, it can hardly be politic for 
the banks to confess, whilst in some cases admitting their 
capacity to pay higher dividends, that they are permanently 
unable to pay interest on deposits on the pre-war scale. 
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Walter Bagehot 


Some Personal Notes 
By Claude Luttrell 


Y the courtesy of Mr. Bagehot’s sister-in-law, 

Mrs. Russell Barrington, I am permitted to give 

some intimate particulars referring to the private 
life of this famous financial authority, the centenary of 
whose birthday occurred on the third of this month. 

Walter Bagehot was born at the Bank House, in 
Langport, on February 3, 18206. 

Langport is a small country town in mid-Somerset, 
surrounded by moors which are subject to floods, and 
nearly every winter Langport is practically an island in 
a large inland sea. The town consists of one long street, 
at each end of which there are two hills on which are 
built Hill House, formerly the residence of the Stuckey 
family, and Herd’s Hill, the residence of the Bagehot 
family. In the last century these two families dominated 
the town in influence as well as in situation. 

During the early childhood of Walter Bagehot his 
father built Herd’s Hill, where the greater part of Walter 
Bagehot’s life was spent, and where he died in 1877. 

In early days Langport returned two members to 
Parliament until the burgesses petitioned Edward I to 
relieve them of the expense of paying their members, a 
quaint piece of economy of which Bagehot frequently 
made humorous boast. 

Langport owed its fame to the fact that it was the 
head office of Stuckey’s Bank, which was founded by 
Walter Bagehot’s great uncle, Samuel Stuckey, and of 
which his father, Thomas Watson Bagehot, was for 
thirty years managing director and vice-chairman. In 
the records of Stuckey’s Bank appear the following 
notices : 

October, 1855—-Walter Bagehot was appointed Secre- 
tary to the Committees of Management at Langport and 
at Bristol. 

December, 1857—with regard to the Bristol Manage- 
ment it was arranged that Walter Bagehot should attend 
at the Bristol Bank three or four days a week and share 

K 2 








148 THE BANKER 


in its managements and responsibilities and spend the 
rest of his time at Langport and elsewhere in discharge 
of his other duties. 

June, 1858—-Walter Bagehot was authorized to sign 
cash-notes and other such documents as one of the 
Managers of the Bristol department. 

At the age of thirteen Bagehot went to Bristol College 
for three years, where among his intimate friends were 
Killigrew Wait and Sir Edward Fry, who gives the 
following description of Bagehot’s appearance at that 
time : 

‘““Bagehot, when I first knew him, might perhaps be 
described as a lanky youth, rather thin and long in the 
legs, with a countenance of remarkable vivacity, and 
characterized by the large eyes which were always 
noticeable, and about which he used at one time to 
entertain amusing conceits. He used to say that Crabbe 
Robinson had got on at the Bar by his chin, and that he 
hoped to do the like by his own eyes.” 

His next move was to University College, London, 
where he took the Gold Medal in Intellectual and Moral 
Philosophy with his M.A. degree in 1848. 

After leaving the university he read Law for six months 
with Mr. Hill, and later with Mr. Quain, afterwards 
Mr. Justice Quain. 

His next move was to Paris, and the following letter 
to his mother, dated October, 1851, is an amusing 
description of his first attempt to pose as a dancing- 
man : 

“T have added what I call waltzing to my other 
accomplishments. It differs from what other people call 
by that name, not only in the step, which is of my own 
invention, but also in its having no relation whatever to 
the music, and by preserving its rotatory motion in a 
great measure by collisions with the other couples. It’s 
very amusing running small French girls against some 
fellow’s elbow, it’s like killing flies years ago. There is, 
however, the inconvenience that one does not like to 
ask the same girl twice; she might say she had not 
insured her life, but if you are careful to select a fresh 
subject for each experiment the pastime will succeed. 
I do not fancy it pleases the girls: ‘he dances tout seul’ 
(‘all by himself’) I heard one of them say with great 
indignation to her female friends, as if a fellow of my age 


HR Pee ter Heap naar — 





WALTER BAGEHOT 149 


could be expected to keep time with her, or with the 
music either, and it pleases me, it being a new, if not 
humane excitement, and is better than talking feeble 
philosophy in out-of-the-way corners.’ 

On his return from Paris he decided to give up the 
law and to take up banking as his profession: the 
reasons which weighed with him in this decision are 
clearly expressed in his letter to his friend Killigrew Wait. 

“ Here am J in my father’s counting-house try ing (and 
failing) to do sums, and being rowed ninety -nine times a 
day for some horrid sin against the conventions of mer- 

cantile existence. My family perhaps you know are 
merchants, shipowners, and bankers, etc. etc., here and 
elsewhere. Out of their multifarious occupations I hope 
to be able to find, though I cannot precisely say that I 
have yet found, some one to which I am not contemptibly 
unequal. As to your notion of doing anything well, it 
is so many years since I abandoned the idea, that I can’t 
now quite enter into the feeling. My difficulty i is in doing 
anything at all. The only thing I ever really knew was 
Special Ple ading, and the moment I had learned that the 
law reformers botched and abolished it. It was a very 
pretty art, and the only trade in which the logical faculties 
appear to be of any particular service, and was therefore 
the champagne of life, but this people which knoweth 
not the law, went and abolished it. I suppose you like 
business by this time. I think I might if I knew anything 
about it, and if my relations would admit that sums are 
matters of opinion.”’ 

As an antidote to the grind of office work, Walter 
Bagehot, following the example of his uncle, Vincent 
Stuckey, started keeping a pack of harriers with his 
cousin, Vincent Wood, who later adopted the name of 
Stuckey and became the chairman of Stuckey’s Bank. 

In 1857 he paid a visit to Mr. Wilson at Claverton 
Manor, near Bath, and promptly fell in love with the 
eldest of six daughters, whose education was entrusted 
to a German governess. One of the sisters, Mrs. Barring- 
ton, relates that he exclaimed: “‘‘ Your governess is like 
an egg,’ and we at once saw she was like an egg! From 
that moment he rose in our eyes from the status of a 
political economist to that of a fellow-creature.”’ 

An engagement followed in due course, and the 
marriage took place at Claverton on April 21, 1858, and 
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after a honeymoon commencing at Stourton and ending 
at Lynmouth, Bagehot chose as their home a house called 
“The Arches,” on a hill above Clevedon Court, which 
belonged to his old friend, Sir Arthur Elton. 
From here he went regularly to the bank at Bristol. 
Bagehot’s life up to the time of his marriage is 
concisely summed up in the words of his sister-in-law : 
“Contact with the active political world through this 
congenial intimacy with my father gave a fresh impetus 
to Bagehot’s life. He had reached a landing-place where 
to quote his own words respecting William Pitt—he had 
‘received the inestimable permission to be _ himself.’ 
Bagehot had begun life playing the role of a remarkably 
clever boy, adored and admired by his parents; he had 
surpassed all his fellow-students at the Bristol College, 
and found himself in a class by himself; he had been 
looked on as a sort of demi-god by his feilow-students 
at University College, London; he had studied law, and 
hated it—was called to the Bar and left it. He then 
found himself learning business in the rural West Country, 
and failing to give satisfaction in its very rudiments. 
His real powers crept out at intervals in articles published 
in the Prospective Review, which his parents read because 
they were his; probably no one else in or near Langport 
even glanced at them. He hunted over the country in 
good comradeship with country gentlemen who had but 
the vaguest idea that he had ever written anything—-(he 
had written Hartley Coleridge, Bishop Butler, and Shake- 
speare—the Man). A few old friends, Mr. Hutton, Mr. 
Roscoe, Mr. Osler, kept up from afar the tradition in his 
own mind that he had certain gifts; and somewhat later, 
Matthew Arnold, not knowing who he was, had read him, 
and hailed him from afar as a fellow-creature. But he 
passed his everyday life ostensibly as one belonging to a 
very ordinary species, who enjoyed no intellectual exalta- 
tion among his fellows—no cheers from the public. In 
his essay on William Pitt he describes what the views of 
his past and present must have been in those years when 
he was hidden away learning business at Langport. 
‘Most boys are conceited ; most boys have a wonderful 
belief in their own power. At sixteen, said Mr. Disraeli, 
every one believes he is the most peculiar man who ever 
lived. And there is certainly no difficulty in imagining 
Mr. Disraeli thinking so. The difficulty is, not to entertain 
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this proud belief, but to keep it; not to have these 
lofty visions, but to hold them. Manhood comes, and 
with it comes the plain facts of the world. There is no 
illusion in them; they have a distinct teaching. The 
world, they say definitely, does not believe in you. You 
fancy you have a call to a great career, but no one else 
even imagines that you fancy it. You do not dare to say 
it out aloud. Before the fear of ridicule and the touch of 
reality the illusions pass away, and with them goes an 
intellectual courage. We have no longer the hardihood, 
we have scarcely the wish to form our own creed, to think 
our own thoughts, to act upon our own belief; we try to 
be sensible, and we end in being ordinary; we fear to be 
eccentric, and we end in being commonplace.” 

On assuming the editorship of the Economist, Bagehot 
had to relinquish his close association with the bank, 
though he continued to attend the directors’ meetings 
and to give his advice which proved so invaluable on all 
banking matters. 

I have purposely refrained from alluding to Bagehot 
as an author in these notes of his personal life, as his 
fame is so world-wide that any comment on his works 
would be superfluous on my part; but I cannot end this 
article without quoting Mr. Gladstone’s letter of condo- 
lence to Mrs. Bagehot, written when the news reached him 
that Walter Bagehot had passed away at Herd’s Hill at 
the early age of fifty-one: 

“Permit me also to take this opportunity of recording 
my admiration of his (Walter Bagehot’s) great powers 
and unvaried industry, and my respect and high regard 
for his character. 

“During the time when I was Chancellor of the 
Exchequer I had the advantage of frequent and free 
communication with him on all matters of finance and 
currency. Nor have I in all my experience known anyone 
from whom in this important province more was to be 
desired, or who was more free and genial in the com- 
munication of his large knowledge and matured reflection. 

“But he seemed to be not less at home in deeper 
questions of political philosophy, and of human character, 
and in respect to these also we have sustained a loss not 
easily to be repaired.”’ 





A remarkable article on Walter Bagehot, by Mr. J. M. Keynes, will 
appear in the March issue of THE BANKER, 





The Socialist Party and the Banks 
By W. W. Paine 


Director of Lloyds Bank. 


HAT the Socialist Party regards the nationaiiza- 

tion and capture of the banks as an important, if 

not the principal, means of carrying its theories 
into effect, is evidenced by two papers recently written 
by two prominent members of that party. The first of 
these was contributed by the Rt. Hon. William Graham, 
M.P., to the first number of this magazine, under the 
title of “Labour and British Banking” ; the second, by 
Mr. Oswald Mosley, is publishe ‘d in a pamphlet entitled 

“Revolution by Reason.” * 

The two essays differ widely both in style and matter. 
Mr. Graham’s is temperately written and advocates the 
assumption by the State of the ownership and control of 
the banks as a necessary part of a general scheme for the 
nationalization of industry. He makes no attempt to 
prove in any concrete form the advantages which he 
expects to accrue from that ownership, nor to deal with 
any of the objections which can be urged against it. 
Apart from the fact that the ownership of the banks by 
the State would be the necessary concomitant of its 
ownership and control of industry, he appears to base his 
case upon his fears of a ‘“‘money trust,’”’ due to the bank 
amalgamations, and upon the dangers to the community 
which the concentration of financial power in a few large 
institutions may involve. If that danger really existed, 
it might perhaps be pertinent to say that the still greater 
concentration of financial power in the hands of State- 
owned banks, whose policy would presumably be directed 
by the politic al party in ascendancy for the time being, 
with all competition eliminated, might involve even 


* Published by the Labour Literature Depot, 14 Great George 
Street, London, S.W. 
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greater dangers to the community than those which he 
fears under the existing system. Allowing for the point 
of view from which it is written, however, I have no 
quarrel with Mr. Graham’s articles as a moderate and 
reasonable statement of his case. 

Mr. Mosley’s pamphlet stands on an altogether 
different plane. Perhaps, as regards the style and temper 
in which the two articles are written, the contrast can 
best be shown by a short quotation from each. 

Mr. Graham says: “Very few would deny that in 
many respects British banking has set an example to the 
rest of the world.’”’ Mr. Mosley would appear to be one 
of those very few, for he speaks of “‘that consecrated 
combination of private interests and public plunders (szc) 
known as the British banking system.” 

The foundations which he lays for his main thesis, 
with which I will presently deal, are stated in picturesque, 
sometimes lurid, language, and his essay closes with a 
peroration which would do equal credit to Serjeant Buzfuz 
or to a stump orator on a soap-box in Hyde Park. This 
peroration must be read as a whole to be appreciated, 
but I cannot forbear from quoting the passage in which 
it appears to reach its climax. 

“We have reached a supreme crisis in the history of 
humanity. We stand, indeed, at the cross-roads of 
destiny. For good or ill we live in an epic age. Once 
again the lash of the great ordeal stings an historic race 
to action. Once more the soul of man is on the march.” 

And this peroration, be it noted, follows an exordium 
in which he states that ‘‘the anguish of our age demands 
hard, practical thinking, stripped of the empty verbiage of 
windy rhetoric.” 

Let us now, without further comment on the style of 
this article, turn to its matter. 

Here we find Mr. Mosley much more precise and con- 
crete than is Mr. Graham as to the uses which will be 
made by the Socialists of the control of the banks which 
they seek to obtain. The great panacea for all our 
present ills is to be found through the “medium of 
credit expansion in necessitous areas of poverty,” in 
the shape of ‘‘consumers’ credits.” These are advocated 
as a special expedient for stimulating demand, for, 
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with demand 
stimulated, pro- 
duction will be 
increased, fac- 
tories will be put 
in full swing, un- 
employment will 
disappear, and 
all will go merrily 
as a marriage 
bell. A_ truly 
wonderful dis- 
covery, so simple 
that one cannot 
understand why 
it has never 
been thought of 
before ! 

But just at 
the point when 

MR. W. W. PAINE Mr. Mosley r be- 
gins to be teally 
interesting he 

allows himself to slip into a _ rather bewildering 
ambiguity. 

Having explained the beneficial effects of consumers’ 
credits as set out above, he proposes the establishment of 
an “Economic Council,’’ with statutory powers, which is 
to have complete control of credit, and is to ‘estimate 
the difference between actual and potential production 
and to plan the stages by which that potential pro- 
duction can be evoked through the instrument of working- 
class demand.”’ The Council, which, by the way, will 
have to be composed of singularly wise and prescient 
men, is to have power to fix increases in wages, and, in 
short, so far as one can see, is to wield complete control 
over the whole economic system of the country. But here 
comes the ambiguity of which I have just spoken. By 
a “‘consumers’ credit’ Mr. Mosley explains that he means 
a credit granted to a consumer with the express object of 
enabling him to consume more of the necessaries of life, 
and so stimulate the production of those necessaries. 
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Such a credit 
obviously pro- 
vides no fund 
out of which it 
can be_ repaid, 
whilst a_ credit 
granted to pro- 
ducers does, in 
fact, or at any 
rate ought to, 
provide that 
fund in the shape 
of goods which 
can be sold and 
the proceeds of 
which will be 
applied in its re- 
payment. 

When, how- 
ever, we come to 
the form in which MR. OSWALD MOSLEY 
these “con - The Eminent Socialist 
sumers’ credits” 
are to be granted, we are met with asudden change. The 
Economic Council, having fixed the increases in the 
wages which all employers are to pay, “the State Banks 
would then grant overdrafts for the payment of 
these wages.”’ But to whom? An overdraft usually 
implies an obligation to repay, and it would seem, 
therefore, that all employers are to be forced to accept 
overdrafts from the State with such an obligation, in 
order to provide themselves with the funds for the 
payment of the extra wages, whether such extra wages 
produce any return to them or not! Possibly, however, 
Mr. Mosley, who also suggests that pay for unemployment 
should be increased, does not intend to impose any such 
obligation, and regards these overdrafts or consumers’ 
credits as mere “‘largesse’’ to be distributed by the State 
through the medium of the employers in the shape of 
extra wages. 

The pamphlet contains much embroidery of ancillary 
points, but we have in this proposal “stripped of the 
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empty verbiage of windy rhetoric ’’ the kernel of the whole 
scheme which is to bring about this wonderful change, 
and which is just worth a few moments’ consideration. 

Mr. Mosley should be aware that the banks’ resources 
for supporting trade are _ principally from _ their 
customers’ deposits. In making advances they are not, 
therefore, for the most part, dealing with their own 
moneys, but with those of their customers, and they owe, 
I conceive, three principal duties. First, to their 
customers, so to order their business that they will at all 
times be in a position to meet their customers’ demand 
orders, in the shape of cheques, upon them. Secondly, 
to the community at large, to support and further the 
trade interests of the country to the best of their power ; 
and, thirdly, to their shareholders, to see that their 
capital is not unduly endangered, and receives a fair and 
adequate return for the risk which is run. 

One of the primary duties of all bank directors and 
managers is, therefore, to see that the advances which 
they make are reasonably secured and certain of re- 
payment. I have already explained that an advance to 
a customer of character and responsibility for the purposes 
of production (using that word in its widest sense) 
provides the means for its own repayment, and that the 
grant of consumers’ credits, whether made direct to the 
wage earners or forced on employers regardless of the 
circumstances of their business, does not fulfil that 
essential condition, or indeed any condition of reasonably 
prudent banking. The credit of British banks stands 
deservedly high, and no depositor with them nowadays 
suffers a moment’s anxiety as to the safety of his deposit ; 
but credit is a highly sensitive plant, and, once the banks 
gave the slightest indication that they were departing 
from sound principles in the conduct of their business, 
their deposits would fade away and they would be 
deprived of the resources out of which alone the demands 
of trade can be met. The answer to this which, one 
anticipates, Mr. Mosley would probably make, would be 
that, inasmuch as the banks will under his scheme have 
the guarantee of the State behind them, the depositors 
will no longer be concerned to see that sound banking 
principles are observed. 
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I believe that answer to be entirely fallacious, and that 
the result would be that the depositors, both foreign and 
British, who are not as a class likely to look with favour 
on Socialist experiments, would at once take alarm and 
withdraw their deposits into their own keeping, or 
transfer them, with disastrous results to British trade, 
to foreign countries, or to American and other foreign 
banks carrying on business in this country who continued 
to observe sound principles of banking. This with- 
drawal would accentuate what in any case is at the root of 
the scheme in a concealed form, in spite of Mr. Mosley’s 
denial, viz. inflation, with the inevitable consequences of 
depreciation of currency and rising prices. For it is the 
fact that the banks’ resources, great as they are, are not 
unlimited, and would not suffice for such purposes as 
Mr. Mosley suggests. He himself admits that credits to 
producers would have to continue side by side with the 
consumers’ credits. It is generally accepted that a 
bank’s advances should not exceed 60 per cent. of its 
deposits, and already, even in these times of dull and 
depressed trade, many of the banks are within a few 
points of that percentage. 

The capital required for trade and the credit founded 
upon it can only be won by hard work and saving. It 
cannot be created by a magic wand, or by any such 
process as Mr. Mosley suggests. 

The probability of transfer of deposits from State- 
owned banks to colonial and foreign institutions, leads 
me to a point which I have never yet seen dealt with by 
the advocates of the nationalization of British banks. 
How are the colonial and foreign banks, carrying on 
business in England, to be dealt with ? Presumably they 
cannot be nationalized, and the almost inevitable result 
of nationalization of the British banks and the use of their 
resources for such purposes as Mr. Mosley advocates, in 
defiance of economic principles, will lead to the transfer 
to them of foreign as well as of domestic deposits hitherto 
held by the British banks, and the consequent dis- 
organization of international trade and finance of which 
London is still the centre. 

This scheme, and indeed all schemes of the Socialist 
Party, even when honestly conceived with the idea of 
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improving the conditions of our work-people, seem to 
me to ignore two fundamental facts, which they have 
never yet fairly or squarely faced, but which lie 
at the very root of this question and must govern the 
means by which any amelioration of those conditions 
can be brought about. They are: 

1. That our existence as a nation and the well-being 
of our people are absolutely dependent upon our foreign 
trade ; and 

2. That our existing wealth is of itself entirely 
insufficient, however redistributed, to bring about any 
great or substantial improvement in the conditions of our 
work-people. 

I propose to conclude this article with a few words on 
each of these questions. 

1. We are not a producing nation in the sense that 
any substantial portion of our wealth or income is 
produced from the soil. Until lately we could rely upon 
our export of coal, but even that is now in a precarious 
condition. We are essentially a nation of middlemen, 
dependent for our livelihood upon our ability to import 
raw materials and to export the finished articles of 
commerce at a profit which will enable us to pay for those 
raw materials and for our food supplies. Beyond this we 
have only our “invisible exports,” as they are termed, 
viz. the interest which we receive on money invested 
abroad, and the shipping and banking services which we 
have hitherto rendered to the world, to rely upon. 
Already, in 1925, our imports were nearly £400,000,000 
in excess of our exports—a balance which must almost, 
if not quite, exhaust the income from our invisible exports, 
and we are, therefore, at the point of beginning to live 
on our capital.* Mr. Mosley wants to stimulate artificially 
the demand for food, boots, clothes, and other primary 
articles consumed by the mass of the people. Does he 
realize that the raw material of every one of these has to 
be imported from abroad, and that such increased demand, 
unless compensated by increased exports, will therefore 
weigh down the already slender balance heavily against 








* The Board of Trade has just estimated that there is a surplus 
of 28 millions only. 
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us ? No “‘consumers’ credits” will help to stimulate the 
demand for our exports, which are entirely dependent 
upon our ability to produce a cheaper article, or a better 
article at the same price, than our foreign competitors 
can put on the market. Unless it takes due account of 
this basic fact, no plan for the improvement of our 
social conditions is worth the paper on which it can be 
written. 

2. With the wealth which he sees so ostentatiously 
displayed around him by the comparatively small class 
of rich men, the working-man not unnaturally assumes 
that, with what seems to him more equitable distribution 
of that wealth, he and his fellows can be made happy 
and comfortable. He does not realize that all that 
wealth, whether capital or income, when distributed 
equally amongst forty million people, would represent a 
mere fleabite per head, and would be utterly insufficient, 
as Sir Josiah Stamp has shown, to accomplish what he 
desires. 

His recognition of this fact is the one sound and 
redeeming point which I can find in the whole of Mr. 
Mosley’s pamphlet. The danger of such a publication 
lies in the prevailing ignorance of the man-in-the-street 
upon economic questions, and in the fact that fallacies, 
attractively tricked out, may therefore make an appeal 
to him, and one puts it down with a feeling of wonderment 
that it should have been written by any responsible person 
professing to have any knowledge of economics. 
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The Governor of the Bank 


of England 
By The Rt. Hon. Philip Snowden, M.P. 


Formerly Chancellor of the Exchequer. 
[The appreciation of Governor Norman which Mr. Snowden has sent to THE BANKER 
supplements Sir Robert Horne’s article in our January issue.] 


cellor of the Exchequer a secretary came into my 

room to say that the Governor of the Bank would 
like to present his compliments to the new head of the 
Treasury. 

I had not previously met Mr. Norman, but I had a 
vague idea of what a Governor of the Bank of England 
ought to look like. I had seen caricatures in the Socialist 
Press of the typical financier—the hard-faced, close- 
fisted, high-nosed individual, whose active brain had worn 
off every trace of hair from the summit of his head. I 
wondered if the Governor of the Bank of England—the 
autocrat of international finance---the man who in these 
modern days had usurped the powers of Czars and 
Kaisers, and who held in his hands the destinies of the 
millions of a far greater Empire, would look like that ! 

But there came into the room a man so different. 
He might have stepped out of the frame of the portrait 
of the most handsome courtier who ever graced the court 
of a queen. And it took but a short acquaintance with 
Mr. Norman to know that his external appearance was 
the bodily expression of one of the kindliest natures and 
most sympathetic hearts it has ever been my privilege 
to know. 

I do not remember clearly what we talked about at 
that first interview, but the impression of his character, 
made upon me, still vividly remains. 

A Chancellor of the Exchequer sees much of the 
“Governor.’’ Or, it would, perhaps, be more correct to 
say that the Governor sees much of the Chancellor. It 
is well known that the relations between the Treasury 
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and the Bank are close and intimate. And they are 
probably much more intimate to-day than in the past, 
for -great political problems and financial problems are 
so closely interwoven now. 

It was said of a great statesman of the Victorian Age 
that he had the “international mind.”’ How truly that 
may be said of the present Governor of the Bank of 
England. To him, more than to any statesman of Europe, 
is the credit due for the partial restoration of the economic 
condition of Europe in the last few years. 

I never hear uninformed remarks about the callous- 
ness of international finance but I think of the injustice 
done through ignorance to a man of the high and unselfish 
motives of the Governor of the Bank. I think of the pro- 
longed and Herculean efforts he has exerted to bring 
international finance to aid the ruined countries of the 
Continent to re-establish their economic life. 

His sympathy with the suffering of nations is as tender 
as that of a woman for her child. But like every tender 
nature he can be indignant with injustice and inter- 
national intrigue and chicanery. 

The former practice of the Court of the Bank in fre- 
quently changing the Governor had disadvantages. For 
many years now it has departed from that practice, and re- 
elected Mr. Norman for, I believe, seven successive years. 
This is a unique testimonial to his ability, his character, 
and to the confidence he enjoys in the world of finance. 

In ordinary times, when the work of the Bank was 
more or less of a routine nature, it probably mattered 
little to change the Governor every two years. But the 
post-war finance problems have needed for their treat- 
ment a directing hand which could work out and pursue 
a consecutive policy over a period of years. 

Even if I regretfully differed from Mr. Norman I 
admired the force with which he presented his views, and 
the tenacity with which he held to them. It is not 
unusual to find a certain stubbornness associated with a 
refined nature and a gentle manner. 

Sir Robert Horne, in the admirable sketch of the 
Governor which appeared in the last issue, and to which 
I find it difficult to add anything new, referred to the 
criticism from certain quarters of the policy of the bank 
in working so hard in recent years to bring about 
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conditions which would justify the return to the gold 
standard, involving, as that policy has done, a very 
drastic deflation. 

But whatever else may be said about that policy 
two things must be said in justice to the Governor. 
That policy would never have been followed in opposition 
to the strong objection of the Treasury. And whether it 
has been the best policy or not, it has been carried 
through with remarkable skill. Every possible contin- 
gency had been foreseen, and every safeguard which 
human ingenuity could devise has been erected to 
mitigate inevitable hardship during the transition period. 

Mr. Norman has in abundant measure the quality of 
inspiring confidence. He is something more than a 
colleague of those with whom he is associated. He is a 
friend. I know nothing at all about his politics. I do 
not know if he has any. A man’s real politics arise from 
his temperament and feeling. And the Governor’s nature 
is essentially democratic. I should say that he hates 
snobbery and class distinctions. 

It is related of him that when he returned from the 
South African War, with military honour upon him, he 
was met by his home people at the railway station with 
a brass band and other marks of honour. A carriage, 
from which the horses had been taken, was waiting to 
convey him to his home. The men in the shafts, when 
they happened to look round, saw the hero of the occasion 
helping to push the empty carriage from behind! An 
incident, whether true or not, quite characteristic of 
the man. 

Mr. Norman’s work, in his position of great power and 
responsibility, is by no means finished. The financial posi- 
tion of our own country, with the vital problems of huge 
debt conversions, and the still weak financial positions of 
the continental countries, require that the head of the 
Bank should be a man who, out of a wide experience, 
can offer wise advice to statesmen and diplomatists. 
And, above all, the national and international situation 
needs a man at the head of the Bank of England who 
has sympathy as well as wisdom, and whose past work 
has gained for him a wide and well-deserved confidence. 

And these qualifications for these great tasks, Governor 
Norman possesses in a pre-eminent degree. 

L2 
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The Bank-Note Forgeries 
in Hungary 


By Stephen Bethlen, Prime Minister of Hungary 


taneously in Hungary, Portugal, Germany, and 

Yugo-Slavia have been described by an English 
newspaper as an “epidemic of forgeries” spreading over 
Europe. Crime being in some degree the result of 
circumstances, it would be interesting to examine the 
causes of this wide-spread campaign of forgery. It is, 
perhaps, arguable that the post-war monetary inflation 
has tended to diminish in most countries not only the 
economic value, but also the moral authority of the legal 
tender, thereby inciting the instincts of criminally dis- 
posed persons. Whatever may be the psychological 
explanation of these events, it is a very deplorable fact 
that certain Hungarians were affected by this contagion 
of crime. 

No crime can be excused upon the plea that it is rife 
in other countries. On the other hand, it is hardly fair 
to exaggerate the whole case of the franc forgeries merely 
because they have been committed in Hungary. While 
the European Press recorded with calm detachment the 
forgeries discovered in various other countries, they 
depicted the Hungarian forgeries as a terrible event of 
grave international consequences, and so Hungary was 
made the target of unparalleled abuse. 

Is there any justification for these attacks ? 

It has been established by the Hungarian police that 
about a score of individuals entered into a conspiracy 
to forge and utter French franc notes. According to the 
evidence provided by arrested suspects, the forgers 
endeavoured to create the illusion that the proceeds of 
their crimes would be devoted to the realization of 
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certain fatuous political plans. It is quite possible that 
some persons were enlisted by such an adventurous and 
extreme political programme, but no one can discover the 
exact nature of the forgers’ political ideals. 

The gang was composed of members of various social 
classes. The majority consisted of irresponsible and 
reckless young men who were ready to embark upon any 
wild adventure. In addition, there were, of course, 
certain individuals whose technical skill provided the 
means by which the forgeries were perpetrated. The 
chief conspirator was Prince Windisch-Graetz, whose 
name and social position had the effect of elevating the 
scandal to the proportions of a European sensation. 
The fact that the Chief of the Police was involved is 
obviously one of the darkest episodes in the whole 
wretched affair, which is now being dealt with by the 
judicial authorities. 

It must also be recorded that the spurious notes were 
produced in the cellar of a State institute, with the 
assistance of some of its employees. 

It is clear from the story which I have outlined that 
there is no lack of what might be described as “startling 
details” in this case. But do these various items con- 
stitute an indictment of the Hungarian Government and 
the various other public authorities ? 

This contemptible plot, which was doomed to failure 
from the day of its conception, has been represented by a 
great part of the European Press as a political move 
engineered by the Hungarian nation, or the most powerful 
part of the nation; absurd rumours have been indus- 
triously circulated disclosing a vast political background 
to the crime, the aim of which, it is confidently alleged, 
was to attempt a forcible solution of the dynastic problem. 

These assertions are contradicted by the mere fact that 
the members of the gang belong to the most opposing 
political camps, and were without the capacity to promote 
any political cause. Can anyone seriously believe that 
a body of men would endeavour to obtain funds for the 
realization of a serious political purpose by embarking 
upon a squalid campaign of forgery ? The real motives 
of some of the forgers are revealed by the fact that a 
number of the individuals concerned in the plot appear 
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to have made careful arrangements for the disposal of 
their ill-gotten gain by investments in landed estates 
and other properties. The persons involved in this sort 
of crime would hardly think of sacrificing the proceeds 
of their efforts for political purposes. Only unhinged 
minds can believe that any political movement could be 
based upon common crime, and very little can be said 
for the judgment of people who attribute patriotic motives 
to these forgers. 

In examining this case, another and pertinent ques- 
tion arises. How could any political movement be financed 
by the trivial sum of twenty-five million French francs— 
for such was the amount of spurious notes manufactured 
by the forgers? This in itself is sufficient to discount 
the assertion that any national movement lies behind 
this conspiracy. 

As soon as the forgeries were discovered in Holland, 
the Hungarian police took the most energetic steps to 
detect the criminals, and their efforts were speedily 
successful. They did everything to help the French 
police acting on behalf of the Banque de France. Every 
suspect was immediately arrested regardless of official 
rank or social position. It is certainly a melancholy 
fact that the Chief of the Police was involved in the 
conspiracy, but it must be said to the credit of the 
Hungarian police that they had the courage and energy 
to follow up every clue which led to the conviction of 
their own Chief. They did not allow the fact that high- 
placed officials were involved to interfere with the ruthless 
course of justice. 

Can the Government be accused of shielding this crime 
when within the shortest time and upon its own initiative 
they had brought every suspected person to justice ? 
It has been insinuated in certain quarters that the Hun- 
garian Government showed some reluctance in accepting 
the collaboration of the French police. This is untrue. 
They followed the procedure which is regulated by the 
criminal code of Hungary and of almost every country. 
It is established by Hungarian law that foreign Govern- 
ments may, in certain circumstances, be permitted to 
take part in police investigations, and my Government 
promptly availed themselves of this provision. 
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[ should like to explain very shortly the provisions 
of the Hungarian Code of Criminal Procedure. The 
investigation of crime is, of course, entrusted to the 
police, who submit the ev idence they obtain to the State 
Attorney. It is the duty of this judicial officer to decide 
if a case has been made out against the suspected persons. 
All parties concerned in a prosecution are free to offer 
any observations which occur to them. When the State 
Attorney’s decision has been given, it cannot be upset by 
the interference of foreign officials or private individuals. 
The evidence in this particular charge was in process of 
examination by the State Attorney, when the representa- 
tives of the Banque de France demanded the right to 
conduct their own investigations. In order to comply 
with this request the matter was referred back to the 
police. 

In due time the case will come before the appropriate 
Court, where it will be probed to the bottom, and where 
the guilty will be punished with the utmost rigour of the 





























law. In the meantime, nothing should be uttered which 
could influence the judgment of the Court. 
This case has raised certain issues of great importance, 


and endeavours have been made to characterize the for- 
gery as a great political event. The Press campaign 
launched against Hungary may not have affected the 
judgment of fair-minded people, but it has, nevertheless, 
succeeded in forging political weapons against this 
nation. 

The seven years which have passed since the end of 
the Great War have brought unprecedented losses and 
suffering to Hungary. Its “thousand- -years-old territorial 
unity has been broken up, the whole economic system 
of the country has been disorganized, and the racial unity 
of Hungary has been disintegrated, causing enormous 
numbers of Hungarian people to be forced into foreign 
States. More than three hundred thousand of these ‘ 
people preferred to return to the present Hungarian State, : 
thereby increasing the difficulties of life in the small terri- 
tory which remains to us. The plight of Hungary was 
aggravated by the efforts of revolutionary forces and by 
armed foreign occupation of Hungarian territory. Despite 
all these difficulties the Government has sincerely en- 
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deavoured to carry through the work of reconstruction, 
involving as it does very heavy sacrifices. 

The time which has passed since the conclusion of 
peace has not completely assuaged our difficulties. 
The Hungarian Government by great efforts has suc- 
ceeded in settling all the multifarious questions arising 
out of the peace treaties, and has also been able to 
conclude commercial agreements with some foreign States. 
But despite all our efforts the spirit of peace does 
not reside in the Danubian valley. The forgery case 
has proved that all the attempts of our Govern- 
ment to develop our small territory in a spirit of justice 
and peace have proved fruitless. The venomous 
campaign directed against us by the Press of some of the 
neighbouring States seems to have achieved its object 
in poisoning the judgrment of Western public opinion. 
The loud clamours for action against Hungary show 
that, despite the treaties of peace, goodwill does not 
inspire the policy of some of her neighbours. Hungarian 
public opinion, which unanimously condemned __ the 
criminals involved in this forgery, has now been seriously 
disturbed by the unjust and bitter abuse directed against 
the country. It is clear that all the energetic measures 
and the absolute straightforwardness ‘of the Hungarian 
Government have not sufficed to disarm the insinuations 
of certain interested foreign powers, who desire to degrade 
the honour of our nation before the whole world. It is 
a very dangerous policy to insult the character of a 
nation which has jealously guarded its honour during ee 
thousand years of its existence, and attempts to humiliate 
this nation will only widen the gap separating the peoples 
living in the Valley of the Danube. Any act which 
tends to impinge upon the independence of our ancient 
nation, or reveals the slightest attempt to coerce her 
or interfere with her internal affairs, will certainly not 
promote the interests of peace. 


SED 







































The Board of Trade and British 
' ‘Trade 


The End of the Swelled-Headed Bureaucracy 


T is nearly seven years since the Board of Trade 

packed up its traps, marched out of its beautiful 

eighteenth-century home in Whitehall Gardens, and 
began a new life in the very modern offices and corridors 
of Great George Street. The change from seclusion behind 
the repellent nail-studded door of Whitehall Gardens— 
very like that of Old Newgate on a small scale—to the 
open, almost blatant, publicity of Great George Street, 
marked much more than a change of residence. For the 
Board left behind it that highly respectable, comfortable 
tradition of the ““Committee of the Privy Council on 
Trade and Plantations ’’—which never met, and was never 
intended to meet—-and set itself to become in spirit, 
if not in name, an active Ministry of Trade and Commerce 
in daily touch with the business life of the country. 

It took the Board, as it took most of us, a long time 
to break loose from the entanglements of the war. 
During more than four years, with its offshoots, the 
Ministries of Shipping and Munitions, the Board had under 
direct control all the industries of the country—from 
railways to tramcars, from coal mines to safety matches. 
Producers had nothing to do except to produce as hard 
as they could, hand over their products to an insatiable 
Government as their only customer, and to pouch such 
profits as the taxgatherer permitted them to retain. 
Instead of being compelled to hunt for markets, their sole 
market, illimitable, lay before them ready made. And 
so, by the time that peace returned, manufacturers, 
carriers and distributers had got into the bad, easy habit 
of expecting the Government to do everything for them, 
to fill them up with orders, and to look after the selling 
end of their businesses. And it took them all quite a long 
time to realize—many have not realized it yet—that in 
normal conditions it is no part of the Government’s 
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business to supply them with orders or to provide them 
with markets. For years following the war, and even 
sometimes quite recently, they would run to the Board of 
Trade in every difficulty, and howl like spoiled children 
if the Board did not immediately remove it. 

Upon the Civil Service, too, the supreme control of 
industry under the easy conditions of war had a very bad 
effect. The bureaucracy—if one may use the expression 
without irreverence—became slightly swelled-headed. 
In the minds of many excellent officials the notion grew 
up that they could manage business better than those 
who had been trained to it—and so they could, when 
“business” consisted simply in shovelling out orders and 
borrowing money to pay for them. But when, as peace 
conditions reasserted themselves, it was found that 
business did not consist merely in the easy job of pro- 
duction, but involved that infinitely difficult task of 
finding markets at home and abroad, then the bureaucracy 
violently changed its mind and threw industry upon its 
own resources with almost unseemly haste. This strategic 
retirement, in which the Departments tumbled over one 
another in their anxiety to get away, put a very heavy 
strain upon both capital and labour, of which we see the 
effects to this day. But it was a good thing that the 
bureaucracy was quick in discovering its limitations. For 
had it gone on meddling directly with trade and industry 
—as it did, unhappily, with the coal mines—we might 
all now be trying to live by taking in one another’s 
(subsidized) washing. 

The Board of Trade, involved with its string of 
“Controls,” and made a general cleaner-up of liquidated 
Ministries like Food and Shipping, could not retreat as 
rapidly as it would have liked. It had, too, in the period 
of bureaucratic swelled head, raised hopes that its new 
Department of Overseas Trade—formed in conjunction 
with the Foreign Office—would rediscover markets 
abroad which had been abandoned during the war. The 
Board was not able to wriggle clear of coal until 1921, and 
then at the cost of three months’ stoppage and our 
subsequent woes, and has not yet wholly convinced 
manufacturers and merchants that it cannot find them 
markets, though it can help them with information in 
their search. As the years have passed, the Board has 
gradually got back to its primary job of administration, 
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leaving to industries their primary jobs of buying and 
making and selling ; but there has been, and still is, a good 
deal of heartburning, and a lamentable habit engendered 
of expecting more help from the Board, and the Govern- 
ment generally, than either can possibly render. The 
Board, abetted by the Government, has been obliged to 
fob off industry with Export Credits, with guarantees 
under the Trade Facilities Acts, and with that masterly 
example of political eye-wash, the Safeguarding of 
Industries. 

It will be gathered from this brief and, maybe, 
disrespectful summary that the Board of Trade has shed 
its wartime illusions and is engaged upon the tedious and 
sometimes exasperating job of persuading manufacturers 
and merchants to shed theirs. Government Departments 
cannot do very much in time of peace to help trade. 
For trade does not only consist in producing acceptable 
and useful articles, but in selling them at a price which 
customers are able to pay. There are, however, directions 
in which Government Departments can give valuable 
help. For example, the Department of Overseas Trade 
has shown that its team of Commercial Officers, Trade 
Commissioners, and Consuls, spread over the world, can 
smooth the way of trade and give valuable information 
and advice. This young, energetic half-daughter of 
the Board of Trade has so far impressed its merits upon 
industrialists that when Sir Eric Geddes’ Committee tried 
to ‘“‘axe”’ off its fair head, it was saved by the loud 
protests of industrialists themselves. And there is 
another function which is discharged by the Commercial 
Relations and Treaties Department of the Board—that 
of securing fair play for British trade in those countries— 
and there are many of them—which are perpetually trying 
to stimulate their trade by hampering it with tariffs. It 
is the business of this Department of the Board, which it 
discharges assiduously, to secure for us by treaty most 
favoured national treatment wherever it may be possible. 
By these two means, by disseminating information, 
advice and warnings (both publicly and privately), and 
by securing what is officially known as “m.f.n.,’”’ the 
Board and the D.O.T. do, probably, as much good and as 
little harm as is permitted to Government Departments 
in relation to trade. That is really the acid test—whether 
more good than harm be done; and there was a great deal 
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of British common sense at the bottom of the old 
instinctive dislike of Government interference with 
business. When we indulge again that wholesome 
dislike, if ever we do, it will be better for business and for 
Governments. 

No one in these days can accuse the Board of Trade of 
living in a world of its own, remote from the ebb and flow 
of modern commerce. For to it is largely due the 
creation of that industrial and commercial bureaucracy 
with which its own bureaucracy keeps in the closest of 
everyday contact. Every trade and every section of 
trade, producers, carriers and distributors, have their own 
organizations and tend to create their own bureaucracies. 
And as the trades co-ordinate their activities we get 
organizations representing a whole vast industry—say 
Shipping, or Iron and Steel, or Shipbuilding—-and, still 
further, organizations representative of industry and 
commerce as a whole, like the Federation of British 
Industries and the Association of Chambers of Commerce. 
With this ramification of trade associations and federa- 
tions, which tends to develop an industrial and commercial 
bureaucracy as solidly entrenched as that of the Civil 
Service, the Board of Trade is in the closest touch. It 
is interesting and amusing to note that this outside 
bureaucracy is becoming very like that which is inside— 
it has its own traditions and its own secret ways—and 
that the representatives of both exchange views with 
nods and winks and cynical shrugs, much as the Augurs 
of old used to do. The bureaucrats of industry and com- 
merce endure and smile at their governing committees of 
business men, much as the bureaucrats of the Civil 
Service endure and smile at their nominal governors, the 
evanescent politicians. More and more the direction and 
policy of trade and industry is getting into the hands of 
this new bureaucracy—of which the existence is scarcely 
realized by the public—just as the effective direction and 
policy of Governments has got into the hands of the 
permanent Civil Service. We may say of the Board of 
Trade that it fully recognizes the existence of the new 
bureaucracy, encourages it, and uses it freely to test the 
feeling of industry and commerce in regard to its legis- 
lative and administrative measures. No Bill which 
concerns trade now comes before Parliament until it has 
been thoroughly thrashed out behind the scenes by the 





BOARD OF TRADE AND BRITISH TRADE 175 


two bureaucracies which, when they are in agreement, 
can make Parliament and Cabinets do pretty much what 
they choose. We do not suggest that this development 
is a bad thing. On the contrary, it is probably a good 
thing. Cabinets need guidance, and they, nowadays, 
control Parliament so completely that in the absence of 
expert guidance their power for mischievous blundering 
is almost unlimited. 

So far we have touched upon no more than the fringe 
of the solid work of the Board of Trade, which is 
administrative and not concerned with trade _ policy, 
tariffs, or overseas markets. The Press, which is a 
disseminator of ‘“‘news,”’ and likes it fresh and hot, finds 
little to excite interest in the daily activities of the great 
departments of Mercantile Marine, Industrial Propertv 
(Patent Office), Bankruptcy, or Companies. And yet 
these purely administrative offices occupy the time and 
energies of at least three-quarters of those on the pay roll 
of the Board, and three of them are run without cost to 
the taxpayer. That last sentence of ours will surprise 
many of those who, misled by the form of Parliamentary 
estimates, do not realize that many departments pay 
their way and some make very substantial profits. The 
Mercantile Marine Department, though it does not earn 
enough in fees to cover its cost, is, nevertheless, one of 
the finest administrative investments in the world. It 
looks after the safety of our ships, sees that they are 
properly built and equipped, surveys their loading, makes 
them carry boats ready for instant service, protects 
passengers of every degree, examines and grants certifi- 
cates to deck officers and engineers, guards helpless seamen 
against ill-treatment, bad quarters, and foul food, 
investigates the causes of wrecks, and insists upon 
wireless equipment. All these things, immensely bene- 
ficial to all who use the sea, and to all who are concerned 
with the security of ships and cargoes, is done by the 
Board of Trade without friction and at small cost. In 
every port of the world the Mercantile Marine Department 
is the Board of Trade, the fairy godmother to whom 
all in distress turn with confidence. So far as the Board 
can leave parts of its statutory work to other proved 
agencies it does so—-such as the Trinity House and the 
Royal National Life-Boat Institution, and Lloyd’s 
Register—but if these agencies failed to maintain a full 
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standard of efficiency, then the Board would, in its serene, 
capable fashion, run our lighthouses and our lifeboats, 
and Lloyd’s surveys. The best evidence of the tactful 
efficiency of this great department is the almost total 
absence of “‘news”’ in its operations. Shipowners may, 
and do, grumble at its strict regard for safety and the 
continual pushing up of its requirements, but passengers 
don’t,and underwriters don’t, and, above all, seamen don’t. 
The Bankruptcy Department is at present exceedingly 
active, and has been called ‘‘the most prosperous industry 
in the country.”’ Yet what should we do without it ? 
Surely it is far better to wind up insolvent estates as 
quickly as possible, even at some expense to creditors, 
than to treat debtors as criminals and lock them up in 
prison. The Bankruptcy Department, with its Official 
Receivers and Liquidators, pays its way, and would have 
a handsome balance to its credit every year from interest 
on unclaimed balances if the Treasury, with sticky fingers, 
did not interpose. At one time it had funds in hand, 
interest-bearing, of over a million. The Companies 
Department, which registers as well as winds up 
companies, and hands over fraudulent directcrs and 
officials to the Public Prosecutor, makes a substantial 
profit out of stamps and fees; and the Patent Office, with 
its thirty thousand provisional and complete patents 
a year, and fees on renewals, is a little gold mine to the 
taxpayer. Patentees may growl that they are bled by a 
hard-hearted Treasury, yet they get in these days value 
for their money as they never did of old. Now the issue 
of patents follows a search for novelty going back fifty 
years, and though the patent may still be declared 
invalid by the Courts, there is strong presumption that 
the patentee has got something worth paying for. Not 
so very long ago there was no search, no presumption 
of novelty, and no assurance that the patent was worth 
a farthing. These administrative departments of the 
Board justify themselves beyond what President Wilson 
called “‘a peradventure.”’ If they did not exist they would 
have to be invented, and they would take a long time, 
and many inventions, to reach their present standard of 
efficiency and economy. Taking all four together, they 
just about pay their way, the profits on Companies and 
Patents meeting the cost of Mercantile Marine. 
The Board of Trade has had many political chiefs. 
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They have come and gone very rapidly of late years, and 
their average tenure of office has been about twelve 
months. The Board is a stepping-stone from which 
ambitious politicians quickly rise to higher things. 
One may believe that they enjoy their brief tenure, for 
there is no Department of State which deals with so many 
subjects of human interest. They have been a good lot, 
with whom the officials have worked keenly and loyally. 
They have all done more than discharge that essential 
function of political chiefs—described by Sir William 
Harcourt as teaching the permanent officials what the 
public will not stand. After the emergency War President, 
Sir Albert Stanley—now Lord Ashfield of underground 
railways, cinema houses, and British dyes—we had Sir 
Auckland Geddes, who went away to be Ambassador to 
the United States. One hears officials say that of all 
Presidents in the last twenty years, Sir Auckland Geddes 
was the best brain, and Mr. Churchill the best administra- 
tor. There followed Sir Robert Horne, who made the 
first coal agreement of 1921—described by Mr. Frank 
Hodges as the greatest triumph in peaceful settlements 
ever gained by capital and labour, and so it might have 
proved had not coal prices gone to pieces—and then Sir 
Robert went over to the Exchequer. Mr. Baldwin 
followed, taking Cabinet office for the first time, and then, 
in turn, succeeding Sir Robert Horne at the Exchequer, 
and Mr. Bonar Law as Premier. Sir Philip Lloyd Greame, 
who took Mr. Baldwin’s place at the Board, has had an 
experience quite unique. He was among those who 
plumped for Protection, shattered the Conservative Party, 
and disappeared. Then after a spell of Labour adminis- 
tration with Mr. Sidney Webb at the Board of Trade—and 
a very good President, too—back came Sir Philip to the 
Board with a new lease of life and a new identity as 
Cunliffe-Lister. We may take it that the President now 
in possession shares the sound views of Charles II, and 
has no intention of “going on his travels again.’’ He is 
a stout Protectionist, but after the experiences of the 
election of 1923 he will make no further attempt to force 
Protection upon a violently hostile British public. He 
will rest content with ‘Safeguarding Industries,’ and 
supporting the imposition of tariffs on those typical 
staple industries and founts of employment: gas mantles, 
gloves, and Sheffield cutlerv. 
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HE old private banks in the English country 

towns used to be quiet, pleasing structures, not 

very different to other business premises. The 
banker lived above his counting-house as the corn mer- 
chant above his warehouse, or the silversmith above his 
shop. This made for the continuity of the street and the 
harmoniousness of the scene. The sense of community, | 
which is the essence of town or village life, was 
emphasized thereby. Only the Church and State stood out 
above it, with church tower or town hall as symbols of 
authority. This was roughly the state of affairs up to 
the end of the eighteenth century. With the rise of 
individualism in every walk in life which the nineteenth 
century brought about, architecture had to follow suit. 
The new type of client required striking premises; and 
the architect, freed, as he thought, from all tradition by 
the battle of the styles, or even ignorant of it, was ready 
to provide them at whatever cost to the High Street in 
particular, and to the community as a whole. For a long 
time the banks were not the chief offenders in this 
respect. It was not until the great amalgamations took 
place, towards the end of that century and the beginning | 
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of the present one, that they became the great builders 
of new branches that they are to-day. When, however, 
they did, they were no longer content with the same 
type of premises, or with the conversion of an old shop. 
They, too, quite naturally required something more 
important-looking. Corner premises were taken and 





A SOUTHAMPTON BRANCH OFFICE OF THE MIDLAND BANK 


Messrs. Whinney, Son, and Austen Hall, Architects 


pulled down, and the sites utilized for greater pro- 
minence. 

About the same time another great and fundamental 
English business was expanding also, that of brewing. 
The public-house boom preceded the bank boom 
by a few years only. The brewers who owned the 
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THE MIDLAND BANK, FOLKESTONE | 
Messrs. Whinney, Son, and Austen Hall, Architects | 





public-houses sought corner premises, too, and, being 
first in the field, set the example of how, when obtained, 
they should be dealt with. Only so can one explain how 
like, both externally and internally, the new bank became 
to the new public-house, and how unlike both of them were 
to their old, quiet, and happy surroundings, and to their 
forbears. Those were bad days for our smaller towns 
and villages. That better things are being done now, by 
one bank at least, the illustrations to this article will show. 

The banks here illustrated are all among the southern 
branches of the Midland Bank. It is proposed to give in 
turn a series of the branch banks established in various 
parts of the country by all the great banks, so that their 
relative achievements may be weighed, and a standard of 
comparison arrived at. These particular Midland banks are 
from the designs of the we'l-known architects who have 
done so much work for the Midland Bank, Messrs. 
Whinney, Son, and Austen Hall. The banks with stone 
fronts at Southampton and Folkestone were designed 
before Mr. Austen Hall joined the firm. Let us take 
these first. 
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THE MIDLAND BANK PREMISES AT COWES, ISLE OF WIGHT 


Messrs. Whinney, Son, and Austen Hall, Architects 


It will be admitted at once that the public-house 
character is entirely absent from these two banks. One 
of them certainly has a corner entrance, a feature beloved 
of both banks and public-houses, but beyond that there is 
nothing externally, at any rate, to recall the pink polished 
granite and mahogany of their immediate predecessors. 
Instead great emphasis is obtained by the use of 
a very large scale. How big this scale is can be 
judged by the buildings on either side of the Folke- 
stone bank, and by the church tower in the distance. 
One story, indeed, occupies the height of three. 
A building such as this was obviously not meant to 
blush unseen. However quiet the stonework of its 
facades, it is bound to look out of scale with the ordinary 
buildings, just as a garage or cinema does. The great 
quality about the little Midland Bank in Piccadilly is 
that it agrees perfectly both in scale and character with 
its immediate neighbours, and yet is full of interest. 
These two buildings have interest ; they are good of their 
kind, but their kind is very unkind to their immediate 
surroundings. They certainly do not go so far in contrast 
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with these as the temple-like country banks in America 
and Canada do with the little wooden houses and 
shacks on either side, but they go a good long way in 
that direction. That they are low buildings not standing 
up above their neighbours is not a sufficient excuse. 
A bank may be ostentatiously lowly as is Mr. 
Morgan’s bank in Wall Street. Who but Mr. Morgan 
could afford to put a one-story building on a corner site 
among skyscrapers? It is the size of the doors and 
windows involved by the one-story building of the height 
of an ordinary three-story one that causes incongruity. 
It is this which makes some people think our banks, in 
spite of spending so much money on bricks and mortar 
or, rather, on stone and mahogany—are spoiling our 
country towns. 

Contrast with these two stone banks, good as they 
are of their kind, the brick bank at Henley recently erected 
by the same firm. This seems to me one of the most charm- 
ing branch banks in the country. It fits the village street 
absolutely, while maintaining just the right air of dis- 
tinction. Its quiet dignity gives confidence, while its 
scale is not so big that it appears a bully among its 
neighbours. One could be sure of gentlemanly and 
considerate treatment from the manager of such a bank. 
Its eighteenth-century flavour suggests continuity with 
the past, and an honourable history; very valuable 
suggestions in any bank. The central entrance 
makes for dignity and reserve, and a slight, but proper, 
remoteness from neighbours retailing flour and sausages. 
The building has the same skyline as the rest of the street, 
and yet has only one tier of big bank windows. It is not, 
therefore, ostentatiously humble and lowly, but at the 
same time, by the introduction of the second row of 
windows, some of them to a room for the storage of 
vouchers over the banking room, it maintains sufficiently 
the general scale of the street. It is a good neighbour, 
therefore, yet one to be looked up to. Speaking as an 
architect one would say that the detail has been very 
caicfully considered. The carved shield, the lettering, 
the proportions of the window-panes, the detail of the 
pedimented door, all show evidence of great care and 
feeling. The recessed panels in the parapet are furthe 
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evidence of this. Imagine them omitted, and note the 
difference in weight. The lightening of the facade which 
they afford shows good feeling, and a desire not to crush 
one’s neighbours while maintaining one’s own dignity. 

The bank at Guildford is much the same scheme, 
but more elaborated because the street is more elab- 
orate. I do not know that it is any better than 
the Henley bank, but it, too, promises a_ building 
which, while maintaining its own individuality, will fit 
into its surroundings. The oldest resident could bank 
there with comfort, while the newest, if he did not at 
first notice the quality of the architecture, would soon 
notice that of the clientéle. The Farnham bank is 
quieter still, as befits a quieter town, and at present 
incorporates a little shop, which will one day disappear. 
That this can be done without spoiling itself irredeemably, 
or destroying the shop, is the best testimony to the 
neighbourly quality of the architecture which this 
firm has now been able to bring about. If all new country 
banks were like those which these architects are now 
designing for the Midland Bank, even the secretary of 
the Ancient Monuments Society need have no fears. 
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Banks’ Staff Problems and _ the 


“Civil Service” Scheme 
By F. E. Steele 


Directoy of Studies for Local Centres of the Institute of Bankers ; formerly an 
Assistant General Manager of the Westminster Bank. 


HEN the staff problems of the banks are being 

W considered, the suggestion crops up, again and 

again, that the banks would do well to organize 

their staffs somewhat on the lines on which the Civil 

Service is popularly supposed to be organized, creating 

and maintaining two grades or divisions of employ ees, 

the first division to consist of men of intellectual capacity, 

who would deal with matters of administration ; and the 

second to be composed of men who would be required 
to perform routine duties only. 

The separation of the “daily round”’ in a bank into ad- 
ministrative duties and routine duties is not by any means 
so easy as it seems. In large offices it would be com- 
paratively simple. One could name, off-hand, a dozen 
departments in which no administrative ability is required 
from the rank and file. Even in large offices, though, there 
are duties which would ordinarily and properly be charac- 
terized as of a routine nature which require brains on the 
part of the staff if they are to be properly discharged. 
In small offices the difficulty of distinguishing between 
routine and non-routine work would be v ery difficult, and 
in branches consisting of a manager and one or two 
clerks only, the difficulty would be greatly increased. 

There is a further difficulty in connection with the 
men themselves We all know men who will obviously 
never be able to do work which requires brains, technical 
knowledge, and initiative. We also know men—fairly 
junior men, too—who will obviously rise high in the 
service of their bank. These would easily fit into the 
proposed two classes. But in between these two obvious 
classes of men we also know many whose abilities are of 
such an order that we should find it exceedingly difficult 
to know whether to place them in the first or the second 
class. The number of such “border line”’ cases, in every 
bank, is considerable, and this would constitute one of 
the obstacles in the way of the adoption of any such 
system as that which has been suggested. 
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But the suggestion that there should be two divisions 
in the staffs of our banks is not to be lightly dismissed 
by reason of the difficulties which would arise in classify- 
ing certain branches of the work and certain members 
of the staff. It is well worthy of consideration, because 
of the reasons which have prompted it. The first of 
these—that it would have the effect of attracting to the 
service of the banks a larger number of men of real 
ability, and that it would consequently raise the status 
of the banking profession as a whole—is one with which 
every banking man will fully sympathize. Whether we 
belong to no guild, to the Bank Officers’ Guild, or to an 
“internal” guild, we all desire that the standing of the 
bank employee should be improved and that the status 
of the banking profession as a whole should be raised. 
It is when we come to the means by which this is to be 
accomplished that sharp differences of opinion arise. 
Take that very thorny matter, the question of the 
admission of University men to the service of the banks on 
specially favourable terms. The standpoint of the Bank 
Officers’ Guild in this matter, if I understand it aright, 
is that all bank men should be so well educated and 
trained that the admission, on special terms, of men from 
the universities should be rendered unnecessary ; that if a 
man who has had a university training enters a bank, 
he ought to find, among his colleagues already in the 
bank, so high a standard of education, general and 
technical, ‘that the question of his being granted any 
special privileges should not and need not arise. 

A further reason frequently given in support of the 
suggestion of two grades in banking staffs is that 
its adoption would avoid or considerably curtail the 
inordinately long period of purely routine work, which 
practically every man in a bank, however great his 
abilities, has to undergo before he gets his chance of 
promotion. 

Now, whatever system of grading may be adopted, 
I hold very strongly that every man who enters a bank 
should, in his own interest as well as in that of his bank, 
go through a certain amount of routine work. To let him 
escape such work altogether would not be doing him a 
service, but the reverse. He should “go through the mill.” 

Of the higher banking officials of my acquaintance, I 
doubt whether there is a single one who would not say 
that he regards the knowledge which he acquired in the 
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course of learning and carrying out routine duties in his 
youth, as an essential part of his equipment as a banker. 
What is wrong in the matter of the period of routine work 
in a bank is not its existence, but its inordinate length. 
Really good men are often kept far too long on simple 
tasks, which they soon master and easily perform. What 
is needed is that men should be shifted far more quickly 
from one kind of routine duty to another, and that the 
whole period of their mechanical work should be very 
greatly curtailed. If we are to have a higher and a lower 
grade of men in our banks—and, indeed, in any event— 
there should, however, be a reasonable period during 
which men in both grades learn the ordinary routine 
duties. For the men in the higher grade to miss this 
period altogether would mean a loss both to them and 
to the banks which they serve. 

Under any such scheme there should, I suggest, be one 
absolute condition. Every member of the lower division 
staff should clearly understand that if he should qualify 
for the higher division the opportunity of promotion to 
that division will be given him. I can imagine nothing 
more discouraging to a lower division man than the 
knowledge that, whatever exertions he may make to 
qualify himself, technically or otherwise, for a post 
requiring initiative and a sense of responsibility, he will 
never be able to rise beyond the lower division. Under 
present conditions, every junior clerk with any ambition 
looks forward to the day when he will obtain a good post 
in his bank. He looks round on his general managers and 
knows that they have practically all entered a bank as 
juniors and worked their way up to the top, and to tell 
him that he is a second division man for life would be 
equivalent to inscribing over the portals of his bank when 
he starts his career: ‘All hope abandon, ye who enter 
here.”’ For the lower division, as for the higher, the very 
best men available are required, and no bank which 
denied to its lower division men the opportunity of quali- 
fying for the higher division would succeed either in 
obtaining the best available recruits for its staff, or in 
getting the best work out of its lower division men. 

The fate of higher division men who may fail to “‘ make 
good”’ is not so easy to determine. Are they to be rele- 
gated to the second division, or to be told that, having 
proved unequal to their duties, the bank will dispense 
with their services? This prospective difficulty could 
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be minimized by making it a sime qua non that every 
candidate for the higher division as well as the lower 
should undergo a searching period of probation. 

Many of the staff difficulties against which the banks 
have to contend at the present time arise from the fact 
that all of them have in their service some men who should 
never have been retained there at all; who are out of 
place in a bank, and who should either never have been 
admitted, or, having been admitted on probation, should 
have been eliminated at the end of their probationary 
period. Just now the banks have so many applicants 
for every vacancy that they can afford to pick and choose. 
They can apply tests, in the first instance, which will 
reduce to a minimum the number of unsuitable men who 
are admitted on probation, and they can, at the end of 
the period of probation, reject those who prove unsuit- 
able for their work. Unfortunately, this has not always 
been the case. Unsuitable men have been attached to 
the permanent staffs at periods, such as that which 
immediately followed the South African War, when really 
suitable candidates were few and far between, and the 
banks, greatly in need of men, could not afford to be very 
discriminating with regard to the kind of men they 
admitted. It is the men admitted in circumstances 
such as these who form the nucleus of the discontented 
section of a bank’s staff; men who should never have been 
in a bank at all. Quite a number of staff troubles which 
are now being experienced by the banks are due to this 
cause, and a recurrence of such troubles in the future 
can be most effectually avoided by a more rigid system 
of admission to the service and of elimination of the unfit 
at the expiration of the probationary period. Not only 
would such a policy relieve the banks ; it would, as already 
hinted, be in the real interests of the men in question, 
many of whom would do quite well elsewhere. 

But, while greater care in the selection and in the 
elimination of candidates may help the banks in the 
future, it will not help them to solve some of the problems 
which arise with regard to their existing staffs. Such 
problems are partly the result of the huge bank amalgama- 
tions which have taken place within the last eight or ten 
years. Staff problems which were easy in banks with a 
few scores or hundreds of men, all of them well known 
to their chiefs, become complicated when the number 
of men to be dealt with runs, as in the case of each of the 


BANKS’ STAFF PROBLEMS 189 


“Big Five’ for instance, into five figures or something 
nearly approaching it. When the amalgamations were 
first effected, the most pressing problems confronting the 
amalgamated institutions were, necessarily, those which 
concerned their relations with their customers. These 
problems had to be faced. They would not brook delay. 
Since these have for the most part been successfully 
solved, and the machines, some of which creaked badly at 
first, are working fairly smoothly so far as those whom 
they serve are concerned, such “creaking” as arises 
comes largely from those who are taking a routine part 
in the working of the machines. How, it is asked, can 
the central authorities at headquarters deal fairly with a 
staff of eight to ten thousand men, of whom the majority 
have only come under their control at a comparatively 
recent date? How can the actual merits of individual 
members of the various staffs be duly appraised, and how 
can the comparative merits of the men in the various 
banks which constitute the amalgamated institution be 
properly assessed ? 

The reply to these questions is that very great progress 
has already been made in these directions, and that further 
progress in them is being made every day ; automatically, 
almost, as regards new members of the staff; otherwise 
by such measures as the special efforts of inspectors and 
of local staff superintendents, and by bringing both 
inspectors and staff superintendents into ever-closer and 
more effective touch with the central authorities, and— 
an important matter also—with each other, so that the 
various sections of the service may not be unduly self- 
contained, and that the best posts in every section may 
be open to the best men in any section. 

The question is, then, Would the grading of bank 
staffs into two divisions help in these important direc- 
tions? Possibly it would, but I am disposed to think 
that all the highly desirable objects aimed at by the 
proposed scheme—the raising of the general status of 
the banking profession, the curtailment of the unduly 
long period of routine work, the giving to good men an 
earlier chance of promotion, and so forth—could be 
achieved equally well by certain easily effected modifica- 
tions of the existing system, and without the necessity 
for facing the almost Herculean task which the re- 
organization of the staffs of our banks, on the lines 
suggested, would inevitably entail. 
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Banking Conditions 


By T. E. Gregory, D.Sc. (Econ.) 


Cassel Professor of Banking in the University of London. 


ERHAPS no other part of the theory of banking 

has been left in so undeveloped a condition as that 

which purports to deal with central banking. / 
There was fierce controversy—begun by Ricardo and 
ended by Peel’s Bank Act of 1844—over the reorganiza- 
tion of the Bank of England, a controversy which is now 
all but forgotten, though it has left its mark on the 
Continental literature on banking to this day. Peel’s 
Act was still a living issue when Bagehot issued the 
greatest classic of banking literature in 1873; but, 
broadly, between that time and the outbreak of the war, 
the literature of central banking in this country is prac- 
tically a blank page. In Germany the central banking 
controversy revived in connection with the financial 
stringencies of the years immediately preceding the war ; 
in Scandinavia men like Wicksell and Cassel were broad- 
ening the inquiry into the real functions of the discount- 
rate. It was in America, as a consequence of the financial 
panic of 1907, that the renewed investigation into the 
problems of central banking began, which, under the 
influence of war and post-war conditions, has broadened 
on the theoretical side and has resulted in the reorganiza- 
tion of some pre-war Central Banks and the creation 
of many new ones, a development officially blessed by 
the International Financial Conferences of Brussels, and, 
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especially, of Genoa. But, whilst all the world is demand- 
ing Central Banks, it is not yet clear whether the function 
of such banks can be extended to cover, not only the 
traditional function of acting as the “‘regulator”’ of the 
money market, but of acting as the stabilizing element in 
the economic life of a nation, a function which is being 
demanded by such writers as Keynes, Hawtrey, and 
many others. 

Obviously, since theory is not yet clear as to the 
precise functions which Central Banks can really be 
called upon to fulfil, it becomes all the more important 
to study the facts, since the actual mode of operation 
of any Central Bank is bound to be powerfully influenced 
by its environment. And, since England and America 
share between them the financial leadership of the world, 
a study of their respective Central Banks is full of 
interest. 

And, first, as to their theoretical basis. The organi- 
zation of the Bank reflects the dominant view of the 
“Currency School”’ of the first half of last century—that 
the issue of notes should be rigidly separated from the 
“ordinary’’ business of banking—the receipt of deposits 
and the granting of loans. Since bank-notes are money, 
let bank-notes be as far as possible covered by actual 
cash; in this way they will not add to the circulating 
medium more than the cover against them would have 
done. On the other hand, the basic principle of the 
Federal Reserve System is that of an “elastic” cur- 
rency. the volume of which rises and falls with the 
commercial demand for accommodation: a demand 
expressing itself in the volume of commercial paper 
coming forward for discount. 

But there are limits to the degree of elasticity even 
under the Federal Reserve System. In the first place, 
the Federal Reserve note-issue so far follows the British 
model that the assets pledged are segregated in the 
hands of the Federal Reserve Agent, whose primary 
function is to represent the Board at the banks. Next, 
there is a minimum reserve percentage of 40 per cent. 
against notes in circulation, though this minimum is not 
an absolutely fixed one, since the reserve regulations can 
be suspended under conditions prescribed by the Federal 
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Reserve Act, viz. the payment of a graduated tax. 
And, lastly, whilst there is no legal control of the reserve 
ratio of the Banking Department of the Bank of England, 
Federal Reserve Banks are required to maintain a 
35 per cent. cash reserve against their deposits. The 
fundamental idea in the case of the Bank is rigidity : 
in the case of the Reserve System elasticity in the 
note-circulation. 


Unitary v. Federal Structures. 


The next point to notice is that the Bank of England 
is a simple, indivisible unity. Its branches are an un- 
important aspect of its working structure. But the 
Reserve System is federal: the country is divided into 
twelve reserve districts, each equipped with its own 
Reserve Bank, whilst there is provided, in the shape of 
the Federal Reserve Board, a central supervisory organ, 
equipped with important powers, but not carrying out 
direct banking functions of any sort. These are carried 
out by the Reserve Banks themselves, subject to the 
provisions of law and of the Regulations of the Board, 
by the officials and directors of the twelve Reserve 
Banks, each of which is a distinct legal and economic 
entity of its own. Co-ordination is supplied by various 
devices. All the banks are subject to common regulations 
and to a common body of law : the Chairman of Directors 
of each bank is the Federal Reserve Agent, who is the 
connecting-link with Washington: there are periodical 
meetings of the chief executive officers with Washington, 
and economic unity is provided by powers of “‘inter- 
bank ”’ borrowing. All the same, the Bank of England 
is like a single Reserve Bank plus the Board, and 
hence arose considerable differences between the two 
countries. 


Single v. Multiple Direction. 


It follows from what has been said that in the 
American system there is multiple leadership, as com- 
pared with the centralization of authority in England. 
In the Federal System the Boards of the twelve Reserve 
Banks are in the main representatives of the local stock- 
holders—the member-banks of the system—and of local 
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commerce and industry. The Board at Washington is 
now appointed with special regard to the “financial, 
agricultural, industrial, and commercial interests and 
geographical divisions of the country.’”’ In London the 
Directorate of the Bank represents in the main the 
outer money market—not the Joint Stock Banks. Until 
recently the position of the Governor of the Bank has 
been a short-term appointment. But events, both in 
England and in the United States, are forcing the position 
of single individuals to the front—the Governorship of 
the Federal Reserve Bank of New York is coming to be 
comparable to that of the Bank of England, though this 
development is illustrative of the force of personality 
rather than of similarity in the legal structure of the two 
banking systems. Legally the Governorships in England 
and the U.S.A. are entirely different: in the former 
country representing the headship of the Directorate ; 
in America representing the chief executive position 
among the working officials. 


The Environment. 


All these and many other differences—such as the 
much greater degree of publicity which marks the 
Federal Reserve System—are directly referable to the 
entirely different environment which has moulded the two 
institutions, as well as being moulded by them. The Bank 
of England antedates the modern Joint Stock Bank by a 
century and a-half. The Federal Reserve System has 
been placed at the apex of the pyramid of credit in the 
United States because of proved deficiencies in the work- 
ing of the pre-existing structure. Not only this : American 
banking practice lacked the typical feature of the 
European money markets—the bill of exchange—its 
place being taken by the promissory note. In England, 
further, banking concentration has reached almost its 
highest point of development, and the Bank is in a sense 
a counterweight to the power of the commercial banks. 
In America the object to be attained was primarily to 
give elasticity to a form of credit handled by the Com- 
mercial Banks—some 30,000 in number. In England 
the Central Bank acts as a last resort of credit when the 
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Commercial Banks, finding their resources strained by the 
business situation, call in their first line of reserves and 
thus deprive the Short Loan Market of funds. In England 
the Bank has become, as J. M. Keynes has recently 
pointed out, a semi-socialized institution, resting on the 
prestige of two and a-half centuries of success. In 
America a new Central Bank had to be created, after 
two previous attempts at the creation of a Central Bank 
had failed in consequence of political opposition, in a 
country in which the “Money Interests” are bitterly 
attacked, and where, outside the Eastern seaboard, 
agrarianism still largely prevails, where branch-banking 
is almost unknown, and where the small banker is still 
a powerful political factor. These influences largely 
explain the constant hostility to the Reserve System, 
which hampers its effective working, exposes it to 
constant political attack, and at times makes it doubtful 
whether the system will be rechartered, i.e. given a new 
lease of life, when the twenty-year period for which the 
system was first established comes to an end in 1933. 


The Resources of the Central Banks. 


Though the two systems operate, therefore, under very 
different environmental conditions, they are alike in this, 
that they represent the principle of the Single Central 
Reserve, though even in this respect there are significant 
differences. In the United Kingdom the function of the 
Bank as central reserve agency is a purely historical 
phenomenon, which has never been in any way controlled 
or regulated by the processes of law. In the United 
States the reserve function of the Reserve Banks has 
been consciously introduced as a result of the defects of 
the older forms of reserve system, by which both the 
portion of the reserve which had to be kept in cash 
“in vault ’’ and the portion which could be deposited 
and redeposited in Reserve and Central Reserve Cities 
became immobilized in times of crisis. Further, the idea 
of availability and elasticity became combined, because, 
as already mentioned, the Reserve System built in this 
respect upon the foundations of Continental, rather than 
of English, experience. 

N 2 








THE BANKER 





196 


The resources of the Reserve Banks are conducted to 
them partly voluntarily, partly compulsorily. The 
“National Banks’’—chartered under Federal Legislation 
—must become “member-banks”’ and, in consequence, 
must keep a reserve—equal on the average to Io per cent. 
of their deposits. Other banks, i.e. State Banks and 
Trust Companies, may join the system and become 
member-banks if they desire, and then, of course, they 
become subject to the same regulations. The direct 
benefit to be attained by becoming a member of the 
system of ‘““member-banks’’—and thus a stockholder 
and part-owner of the Reserve Bank of the member’s 
particular district—is the possibility of re-discount thus 
afforded, since, in general, only a member-bank can 
obtain accommodation at the Reserve Bank. 

Since, in general, the British joint stock banks do not 
borrow at the Bank, the position here is not at all the 
same as in the United States, directly regarded. But the 
necessity to have a pull at the only available fund of cash 
provides the necessary incentive to a British bank to 
keep a balance at the Bank of England, and the practice 
of pushing open-market borrowers into the Bank of 
England when credit conditions are tight works in the 
same direction, but not in the same way, as the American 
system. The difference lies in the degree of expansion 
afforded the two Central Structures respectively—-the 
element of elasticity gives the Reserve Banks wider scope 
than is the case here. 

Another point of difference lies in the control over 
Treasury funds. Government money in this country is 
held to a large extent at the Bank of England; in the 
United States the Reserve Banks, though they act as 
“fiscal agents’’ to the American Government, do not 
necessarily hold large Government balances, though the 
Reserve Act provides that Government funds shall not 
be ‘deposited . . . in any bank not belonging to the 
system established by this Act.” 

If we now compare the absolute resources of the two 
Central Structures we get the following result. The 
figures for the Bank of England are for October 7, those 
for the Federal Reserve System those of October g, 1925. 
In comparing the two groups, it is assumed that ‘‘ Other 
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Securities’’ correspond to the various items into which 
the bill-holdings of the American Reserve Banks are 
divided ; that “Public Securities’’ correspond to “U.S. 
Securities’’; and that the “Other Deposits”’ of the Bank 
of England correspond roughly to the “ Member-Bank 
Reserve Deposits’’ of the United States. 





Bank of England. Federal Reserve System. 
ry @ $ mills. 
£ mills. $ mills. Capital and Surplus . , 334'1 
Capital . » i 14°5 Total Gold Reserve . » 276%-4 
Reserves ; ‘ 3°2 Total Bills Discounted . 644°0 
- Bills bought in_ open 
Yay | 88°5 Market . , : ‘ 283°9 
Total Gold — 
Reserves . . 5a 789°5 927°9 
Other Securities . 69°3 340°5 
Public Securities . 33°7 168:5 U.S.Government Securities — 324°2 
Total Earning o" ~ Total Earning Assets 1265'2 
Assets : .  103°0 515'0 Circulation . ‘ .  29760"% 
Circulation . .  143°9 >1g:5 Member - Bank Reserve 
, é iti Deposits . P ; . 22982 
Other Deposits . 109°5 pais the 
Public Deposits . 9°5 Total Deposits .  . . 2283'1 
Total Deposits . 119°0 395° Reserve against Circulation and 


Reserve Ratio against Combined ‘Total Deposits, 71°8%. 
Circulation and Deposits, 60%. 

Against Liabilities in Banking 
Department, 282% 


It will be seen that the main differences are as follows : 
the Reserve Banks have four times the capital and re- 
serves, nearly four times the gold reserve, two and a-half 
times the earning assets, and about two and a-half times 
the note circulation, and four times the deposits possessed 
by the Bank of England. Their absolute resources are, 
therefore, considerably larger; but to get an idea of the 
relative importance of the two systems in the total 
structure of the banking world one has to take account 
of the resources of the outside banks. For other things 
equal the smaller the proportion of the resources of the 
outside banks to those of the Central Bank, the greater 
will the influence of the latter be, i.e. the sooner will 
the charges for accommodation fixed by the latter 
become “‘effective.’’ In Bagehot’s day the market 
could never do entirely without the Bank; in the years 
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before the war the growth of the resources of the great 
banks was such that at times the Bank had to take 
special steps to “‘control’’ the market. 

In the United States the direct dependence of the 
banks on the Reserve System in recent years has also 
become less, owing to the heavy imports of gold. These 
either free the banks of indebtedness at the Reserve 
Banks, assuming that they come at a time when the 
member-banks are already borrowing, or postpone the 
time when the member-banks need borrow, assuming 
that they come at a time when the banks are not already 
borrowing. In either event they enable the banks to 
sustain a greater volume of loans, without the resources 
of the Reserve Bank being called upon to the extent 
otherwise necessary. 


The Methods of Control. 


The difficulty in discussing the “resources” of the 
Money Market lies in the fact that at any given moment 
these resources are always provided in part by the Central 
Bank itself, partly by its discount operations, partly by 
its investment operations. In the United States it was 
found that a time of expanding investments by the 
Central Bank its discounts tended to fall, i.e. the aggre- 
gate volume of earning assets was more constant than 
the composition of those assets in detail. The same 
experience lay at the basis of the pre-war method of 
making Bank-rate effective in this country—the Bank 
found that a sale of securities added to the demand for 
discounts. It is the systematic exploitation of this 
experience since 1923 which constitutes the so-called 
“Open Market Policy” of the Federal Reserve System ; 
the volume of credit at the command of the market has 
been stabilized by purchase and sales of securities to 
compensate for opposite movements in the volume of 
discounts. 

If one compares the pre-war methods of the Bank 
with the post-war methods of the Federal Reserve 
System, one would be inclined to say that the difference 
is mainly one of degree; for particular reasons springing 
out of the American environment, the roéles of the 
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discount-rate and the “‘open market”’ policy have been 
reversed, and the latter is the more important. But it is 
open to doubt whether in a more silent and inconspicuous 
way there has not also been a change in the policy of the 
Bank of England, in the sense that the purchase of secu- 
rities has been employed as a method of influencing the 
market when money conditions were temporarily “‘tight.”’ 
Upon this point it is, however, impossible to be dogmatic, 
and “‘Bank-rate”’ still continues to exercise a magic 
influence on the minds of men, to a greater extent than 
appears to be the case in America. 

A discussion of method is intimately connected with 
the discussion of objective. What is the end aimed at ? 
In the case of the Bank of England, the primary objec- 
tive has in recent years undoubtedly been the safe- 
guarding, not of the reserve, but of the external value 
of the British currency. Now that the country is back 
upon the Gold Standard, but not yet firmly back, all 
other considerations must for the time being be subor- 
dinate. On the other hand, in the United States, where 
the Reserve System has a reserve almost twice as large 
as the minimum requirements, the reserve position has 
ceased to be useful as an index to policy at all. It is for 
this reason that the Federal Reserve System is engaged 
in the search for new indexes and for new objectives— 
the general stabilization of business conditions. In its 
application of new indexes to new ends it is hampered, 
not only by the originality of the policy, but by technical 
difficulties on the one hand, and suspicion of its motives 
on the other. For this reason students of banking 
everywhere will watch with the greatest interest both the 
development of the Reserve Policy and its struggle with 
adverse opinion, which may yet prepare for it the fate 
which awaited the First and Second Banks of the 
United States a century ago. 
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BANKING IN AMERICA 


THE 


SPECIAL BAN KER SECTION 


The Banking and Financial Situation 
in the United States 
By Elmer H. Youngman 


Our American Correspondent. 


HE past year has been one of exceptional activity in 

the securities market, and of unusual banking pros- 

perity. In fact, the year 1925 was probably the 
most prosperous known to the banks, brokerage firms 
and investment houses in New York, and their experience 
typifies that of the entire country. One estimate places 
the bonuses to employees in Wall Street at Christmas 
as high as $50,000,000, and places extra or increased 
dividends of the corporations at about $100,000,000. 


FAVOURABLE TREASURY SITUATION. 

The favourable situation of the public finances appears 
from the annual Budget Message, submitted to Congress 
by President Coolidge on December g. It shows the 
estimated receipts and expenditures for the fiscal years 
(ending June 30) 1926 and 1927, and the actual income 
and outgo for the fiscal year 1925, as follows : 


Estimated, Estimated, Actual 
1927. 1926. 1925. 
Total receipts . .. $3,824,530,203 $3,880,716,942 $3,780,148,684 
Total expenditures (including z 
reduction of the public debt 
required by law to be made 
from ordinary receipts .. 3,494,222,308 3,018,675,186 3,529,643,446 





Excess of receipts .. $330,307,895 $262,041,756 $250,505,238 
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THE IMPERIAL BANK OF PERSIA 


MEssrs. GLYN, MILLS & Co. THE WESTMINSTER BANK LIMITED, LOMBARD STREET. LLOYDS BANK LIMITED. 
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hundred and thirty years of safe-making 
—forty years longer than that of any 
other firm in existence. 


In 
p EHIND every John Tann Safe and 
Strong Room is the experience of a 


The House of Tann holds a record even greater 
than this—a record unique in the history 
of security engineering—a record far too 
valuable to jeopardize by the production of 
anything less than the best. 


It is this. Throughout the 130 years of the Firm’s 
existence, no Fohn Tann fire- and burglar-resisting 
safe or strong room has ever had its contents 
destroyed or stolen. : 





Catalogue, Estimates, & Expert Advice, gratis 


JOHN TANN, LTD., 117 Newgate St., London, E.C. 
Telephone: Central 4159. Telegrams: ‘‘SAFEJOTAN, LONDON.” 





OE Orr OE Ry ct OE Ore OE Orr OE Cer OE Ome OF Gar OE Ome 





(Incorporated by Royal Charter, 1889) 


Capital fully called up - £650,000 Reserve Account - - £420,000 
(with power to increase to £ 4,000,000) 
Reserve Liability of Proprietors under the Charter - - - £1,000,000 
BANKERS: 


HEAD OFFICE: 
33/36 KING WILLIAM STREET, LONDON, E.C.4 
CHIEF OFFICE: 
TTEHERAN, PERSIA. 
BRANCHES IN PERSIA: 


Tabriz, Yezd. 
BRANCHES IN IRAQ (Mesopotamia) : BRANCH IN INDIA: 
BAGDAD, BASRA BOMBAY 
HE BANK is prepared to transact Banking Business of every 
description in and connected with Persia and Iraq (Mesopotamia), 





also with Bombay, Calcutta and Karachi. 


Clean and Documentary Credits arranged. Documentary Bills 
negotiated, Clean and Documentary Bills collected. Letters of Credit, 
Drafts and Telegraphic Transfers issued. 


Correspondents in all important places abroad. 
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The Budget for the fiscal 
year 1926, transmitted to the 
Congress December 1, 1924, in- 
dicated that for the fiscal year 
ended June 30, 1925, there would 
be a surplus of receipts over 
expenditures of $67,884,489. The 
actual surplus was $250,505,238. 
This gratifying difference between 
estimates and actual results was 
due mainly to unexpected in- 
creases in receipts, though a 
reduction in expenditures helped 
to swell the total. 
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This satisfactory situa- 
tion of the Treasury fin- 
ances has prompted the 
framing of a new revenue 
' measure, greatly reducing 
iR W =" taxation. The Bill pro- 


‘ MR. OSCAR WELLS aK ; . 

‘Alabama, and President of the Amevican Barkers Widing for this reduction 
Association. has passed the House of 

Representatives (where all revenue Bills must originate), 


and is at the present time pending in the Senate. 
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PROMINENT BANKER’S VIEW OF THE BUSINESS SITUATION. 


As to the general business outlook of the country, 
one cannot do better than quote the views of Mr. 
Oscar Wells, who is president of the American Bankers’ 
Association—-an organization composed of some 22,000 
American banks. 

Speaking at the meeting of the Administrative Com- 
mittee of the American Bankers’ Association, and of the 
Mid-Continent Fiduciary Conference, at St. Louis, Mo., 
December ro, Mr. Wells said : 


The most satisfactory feature in the business situation, and one 
that will bear emphasizing again although it has been frequently 
commented upon by others, is that neither inflation nor speculation 
is playing a part in the basic industry and trade of the country. 

Bankers attending the meeting of the Administrative Committee 
of the American Bankers’ Association and the Mid-Continent Fiduciary 
Conference agree that, to a very unusual degree for so active a business 
period, the financial, industrial, and mercantile activities of the nation 
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involved in the production, distribution, and consumption of commodities 
are, generally speaking, free from overtrading and unwise expansion. 

Some make an exception in regard to building construction, 
expressing the belief that expansion here is continuing at too fast a rate, 
and that any sudden reaction would be widely felt because of the size 
of this business and because of the number of other important lines 
related to it. They, therefore, regard as timely measures aimed to 
promote a gradually modified pace. 

It seems generally agreed that stock speculation had gone to a 
point warranting the salutary check that recently came to it. In this 
connection it is noted that the adjustment in the security market, 
although one of the most severe in history, was accomplished without 
demoralization in the stock market itself and with no ill-effect on general 
conditions, and the deep-seated soundness of business and finance are 
held to have been a factor contributive to these circumstances. 


* * * * * * 


As to the future outlook for the country’s business in general, 
some are inclined to feel that the great activity of to-day will necessarily 
lead to a period of inflation as optimism and success beget over- 
optimism and a tendency to take chances. I believe, however, that 
the country is better equipped than ever to study business conditions 
and dangers and to steer a more direct course. This will tend to reduce 
our deviations from straight and prosperous progress, just asa great liner, 
equipped with powerful engines, 
its rudder steadied by mechani- 
cally true steering apparatus and 
navigated in full knowledge of 
ocean currents and impending 
weather, can make a truer course 
than the ancient sailing vessel 
subject to the uncertainties of un- 
known winds and tidesand lacking 
strong driving powers of its own. 
I think our bankers and business 
men of to-day are inclined to 
avail themselves of the oppor- 
tunity to pursue a wiser, steadier 
business course than ever before. 


UNUSUAL BUILDING 
ACTIVITY. 


That building construc- 
tion is proceeding at too | 
rapid a rate, especially in 
New York, is a view re- 
cently expressed by men Chairman of the Banking and Currency Com- 
whose opinion is entitled to mittee, United States House of Representatives. 
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great weight in the financial world. One estimate places 
the amount spent in buildings in the United States during 
the year 1925 at about $6,000,000,000, with a probable 
outlay of $7,000,000,000 for the year 1926. 

It has been customary to attribute this exceptional 
construction activity to “‘the shortage caused by the 
Great War,’”’ which explanation is in part correct. But 
by now this shortage must have been measurably re- 
paired, and the explanation must be sought elsewhere. 
It is to be found in the abundance of capital funds seeking 
investment, some additional willingness to take more 
than ordinary risks, and to the desire of the people 
for better housing accommodations, and of business 
establishments to seek larger and more modern quarters. 

While it is recognized that the exceptional activity 
in construction has contributed largely to the country’s 
prosperity during the past year, there is a well-founded 
belief that the time for a moderation in the rate of 
construction is now at hand. 


FOREIGN DEBTS DUE TO THE UNITED STATES 
(SOVERNMENT. 


In his annual message at the opening session of Con- 
gress in December, President Coolidge made the following 
reference to the indebtedness of foreign Governments to 
the United States Government : 


Gradually, settlements have been made which provide for the 
liquidation of debts due to our Government from foreign Governments. 
Those made with Great Britain, Finland, Hungary, Lithuania, and 
Poland have already been approved by the Congress. Since the 
adjournment, further agreements have been entered into with Belgium, 
Czecho-Slovakia, Latvia, Esthonia, Italy, and Rumania. These eleven 
nations, which have already made settlements, represent $6,419,528,641 
of the original principal of the loans. The principal sums without 
interest, still pending, are the debts of France, of $3,340,000,000; 
Greece, $15,000,000; Jugo-Slavia, $51,000,000; Liberia, $26,000; 
Russia, $192,000,000; which those at present in control have under- 
taken openly to repudiate; Nicaragua, $84,000, which is being paid 
currently, and Austria, $24,000,000, on which by Act of Congress a 
moratorium of twenty years has been granted. The only remaining 
sum is $12,000,000, due from Armenia, which has now ceased to exist as 
an independent nation. 
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In accordance with the settlements made, the amount of principal 
and interest which is to be paid in the United States under these 


agreements aggregates $15,200,688,253 93. 


It is the belief in well-informed financial circles that 
the agreements now awaiting ratification by Congress 
will receive the approval of that body after due oppor- 
tunity is afforded members of the House and Senate to 
express their views in regard to them. The fact that, 
under the Act creating the United States War Debt 
Funding Commission, all the agreements made by the 
Commission before becoming effective must receive the 
sanction of Congress, has greatly enhanced the difficulty 
of reaching a prompt settlement of these obligations. 
just as in some of the debtor countries a settlement can- 
not be made for fear of the political results that would 
follow if satisfactory terms were not forthcoming, so 
in the United States the Debt Funding Commission can 
only accept such settlements as Congress will ratify. 
In other words, these foreign debts, instead of being kept 
within the domain of finance, have become on both sides 
of the Atlantic matters of politics, which is largely the 
reason that the financial horizon yet remains partially 
obscured by these troublesome clouds. 

Great Britain was among the first countries to realize 
the political obstructions in the way of debt cancellation, 
and the futility of hoping for undue concessions on the 
part of the United States, and acted promptly in getting 
the best terms obtainable. 


PENDING BANKING LEGISLATION. 


Until the passage of the Federal Reserve Act, in 1913, 
the National Bank Act had been for years subjected to 
few changes from its earlier form. But since that time 
repeated changes have been made in the laws regulating 
the organization and powers of the national banks, 
chiefly with the object of enabling these institutions 
successfully to compete with the more numerous banks 
organized under the laws of the various States. 

A National Bank Bill, which passed the House of 
Representatives at the previous session of Congress, but 








206 THE BANKER 


which failed in the Senate, has been re-introduced at 
the present session in substantially the same form. 
There was a disagreement between the two branches of 
Congress over the prohibition of State-wide branch 
banking in the Federal Reserve system, the Senate com- 
mittee having struck out this prohibition contained in 
the House Bill of last session. 

Besides permitting the organization of national banks 
in outlying sections of cities of over 50,000 population 
with a capital smaller than $200,000, but not less than 
$100,000, and extending the present life of a national 
bank from ninety-nine years to an indefinite term, the 
Bill now pending before Congress contains some important 
provisions relating to branch banking. These provisions 
are complex, but summarized they amount to the grant- 
ing of authority to national banks to establish branches 
in States where the laws of the State permit branches of 
banks organized under those laws; but such branches 
are limited to the town or city having not less than 
25,000 population—-where the head office of the bank is 
located. 

Congress has not the power to prevent the establish- 
ment of State-wide branches of banks under State laws, 
but may prohibit banks with these extended branches 
from becoming members of the Federal Reserve System, 
and this is precisely what is done in section 9 of the Bill. 
But it should be pointed out that these proposed restric- 
tions upon the establishment of branches of both national 
and State banks apply to the States and territories of 
the United States and the district of Columbia only. 
Should the Bill be passed in its present form, foreign 
branches of American banks will not be affected by its 
provisions in this respect. 

The Hon. Louis T. McFadden, chairman of the House 
Committee on Banking and Currency, who is sponsoring 
the Bill, declares that the national banks face an emer- 
gency due to lack of charter powers adequate to meet the 
requirements of modern economic conditions in industry 
and commerce. The Bill under consideration attempts 
to put the national banks more on an equal footing with 
the State banks with respect to branches and some other 
matters. Mr. McFadden, while favouring branch banking 
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within the limits of his Bill, has recently declared that 
“Congress is not ready to give its sanction to a policy 
which will lead directly to the extermination of our 
system of unit banks, large and small, through the services 
of which there has been erected a system of finance 
without equal in the world for strength, vitality, and 
adaptability to local needs.”’ 

The position of Mr. McFadden on this question prob- 
ably coincides with the views of the majority of the 
national bankers, who wish to have an extension of their 
present very limited branch banking privileges, but who 
still believe in the preservation of the existing system of 
numerous independent unit banks. The limitation of 
branch banking to the municipality where the head office 
is located displeases the State banks in those States 
where branches are permitted without such restrictions, 
and where a number of branches, all over the State, are 
already in existence. 


CHANGING CHARACTER OF AMERICAN BANKING. 


The prospective advent of the branch bank into the 
National Banking System, by a more specific grant of 
authority than at present exists, but represents one of the 
many changes which American banking is experiencing. 
A recent notable tendency is in the direction of banking 
education, with the result that the American banker tends 
to become more and more one educated and trained in 
his profession, instead of being only a man who had 
achieved success in some other line of business, and was 
therefore believed to be qualified to manage a bank. 




















